Biography on Paul H. Nystrom 


The Values and Uses of Distribution Cost Analysis 


On the Role of Marketing Theory 

Mathematical Models, Values of Parameters, and 
Analysis of Managemen 


Sales Compensation Policies of Grocery, 
Drug, and Hardware Wholesalers 


Alfred L. Seelye 
Farmers’ Selection of F Machinery . 
arm 
Dealers R. L. Kohls, R. L. Stucky 
J. I. Gifford 


VOL. XXI 


4 


APRIL 1957 


| 
| 
Committee on Biographies 
AMA Committee on 
Distribution Costs 
and Efficiency 
D. R. Ferber 
Harry B. Roggenburg 
W. J. Baumol 
Richard B. Maffei 
nm 
Edward R. Hawkins Methods of Estimating Demand 
Robert Ferber, Editor The Forum 
The Puzzle of Costs 
When Don’t Research Panels 
Wear Out? John Ortengren 7 
William 8. Penn, Jr., Editor Research in Marketing . 
William F. Brown, Editor Legislative and Judicial Developments 
Edwin H. Lewis, Editor Book Reviews 
Hugh G. Wales, Editor A.M.A. Notes 
2 Published Quarterly by The American Marketing Association 
a Lincoln Clark, Editor-in-Chief 
George L. Mehren, Managing Editor 


Announcing Publication 


SELLING IN OUR ECONOMY 


By HARRY R. TOSDAL, Harvard University. This new volume provides a broad 
understanding of the selling function and evaluates its place in our economy. The 
word selling 1s used to include advertising as well as nal selling and other 
forms. There is careful criticism and evaluation of selling and advertising, — 
up seriatim the various objectives and criticisms of ong Sage advertising whi 

have been so freely printed and uttered over the ea alternative organiza- 
tions of without selling are discussed, as well as the opinions of economists 


in some About 350 pages. April. 


RETAIL MERCHANDISING 


By FRED M. JONES, University of Illinois. Emphasis in this new basic text for 
courses in Retail Merchandising and Principles of Retailing has been placed on 
the small store and on practical, how-to-do-it methods. The mathematics of retail- 
ing are presented so that a student with very little knowledge of arithmetic can 
understand and work the problems in retail mathematics. The coverage is com- 
plete and comprehensive, the style readable, and the text material may be adapted 
to one- or two-semester courses. The operations of the small store as well as the 
large store are treated. About 700 pages. April. 


RETAIL MANAGEMENT PROBLEMS Revised Edition 


By C. H. McGREGOR, University of North Carolina. The cases and problems 
in this book are taken from actual store operating experience and represent typical 
situations met by the management of smaller-scale retail establishments. The Re- 
vised Edition has been improved in many ways. There are 86 problems presented 
as against 82 in the original edition. Thirty-six of the problems are entirely new. 
Some of the problems retained have been improved be. addition of recent data. 
Several questions are posed for each problem to enable the instructor to vary the 
level of analysis. About 250 pages. April. 


PROCUREMENT: Principles and Cases Third Edition 


By HOWARD T. LEWIS and WILBUR B. ENGLAND, both of Harvard Uni- 
versity. The new Third Edition of this popular and widely adopted text has been 
completely revised, rewritten, and brought up to date so that it now presents the 
most modern principles and practices in the field. faa peg the student with a 
thorough understanding of industrial purchasing serves also to stimulate his 
independent thinking about it. The cases are thought-provoking rather than 
informative and show the application of the various principles of procurement to 
realistic situations. A complete, revised Teacher’s Manual is available to adopters. 
About 850 pages. Published. 


RICHARD D. IRWIN, INC. - HOMEWOOD, ILLINOIS 


Tue Journwat oy Marxertine is published in January, April, July and October 
B Vermont. Subscri rates: domestic ; for 


The lady can say YES only to one 


There is a good deal of evidence to show that 
in courting the typical shopper, you must now 
present your case with more eloquence, and 
greater effectiveness, than ever before. 

There is a good deal of corollary evidence 
to indicate that in attaining this end, leading 
marketers and advertising agencies rely on 
Selling Research. Coast to coast, 210 do! 

What prompts this regard? Is it a matter of 
field staff, merely? Selling Research has 515 
soldiers-of-the-line; others have more. But not 
in the arena of store audit, period! Is it a mat 
ter of office staff, then? We can think of two 
organizations (though non-specialized) that 
surpass us on this score. 

So selection of Selling Research must hinge 
on factors more fundamental. We know the 
reason; you do, too. It's the distinction of au 
thority, earned only by merit. 

Measure Selling Research by the freedom 
you gain in pinpointing your test markets—any 


Your FASTEST reports on merchandise 
movement come from Selling Research 


of 206 in the United States, 18 in Canada. Add 
any other, Or any sales territory, regional dis 
trict, or metropolitan county area. Your audits 
run where you want them. 

And, in the stores which most reliably reflect 
the merchandise movement you wish to gauge 
In the United States alone, your choice of 
8,545 key stores. The vital ones—chain and in 
dependent, alike. 

Now add the critical factor of time. Within 
7 days of receipt of your order, Selling Re. 
search field work begins. Travelling supervi 
sors verify your field work—in the field, Re 
gional supervisors double-check, by continuous 
confirmation of audit calls and procedures. 
Within 10 days of completion of field work, 
the validated report is in your hands. 

For your next tailor made store audit, for 
your requirements in any category of store 
audit, get the facts first and fast—from Selling 
Research. 


GROCERY 
DRUG 
LIQUOR 
JEWELRY 


APPLIANCE 
SOFT GOODS 
HARDWARE 
AUTOMOTIVE 


CONFECTIONERY 
STATIONERY 
VARIETY 
DEPARTMENT 


96 Liberty Street, New York 6, N.Y. Selling Research, Inc. 
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The Talk 
of The Town 


BARNARD 


TABULATING & MARKETING 
RESEARCH SERVICES 


Good research is not an accident. It is the result of sound 
assumptions translated into a well designed questionnaire, 
capable field work, and a discerning analysis following responsible 
tabulation of data. 


Our business is research tabulation. The application of years 
of experience enables us to compile clients’ research with 
accuracy, rapidity and economy. 


The highest standards are maintained throughout design, 
composition, coding, editing, tabulating and typing. 


The Barnard formula is clean cut and realistic. In addition, 
it supports a principle, that of serving well to help foster 
good research. 


BARNARD 
INC. 
432 4th Ave., New York 16, N. Y. 
MUrray Hill 9-6250 


UNDERWOOD UNDERWOOD 
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THE SELLING POWER OF PACKAGING 
By VERNON L. FLADAGER, D’Arcy Advertising Co. 132 pages, $3.50 


Brings together, simplifies, and classifies a great many facts to give a clear picture of the 


importance and dynamic character of packaging in its increasing role in shaping Amer 
ica’s business future. Here is a unique book, of timely interest to business education 
students presenting such studies as a survey of self-service trends in 17 types of retail stores 


ADVERTISING AT THE POINT OF PURCHASE 


By the POINT OF PURCHASE ADVERTISING INSTITUTE and ASSOCIATION 
OF NATIONAL ADVERTISERS. 240 pages, $6.95 


\ comprehensive treatment of a form of advertising rapidly growing from the new mass 
merchandising methods, particularly the self-service system in retail stores. With numer 
ous case histories the book shows point of purchase practices, problems, and benefits; 
and such subjects as materials, creative ideas and sources, and traveling displays 


SUCCESSFUL SALES SUPERVISION 


By KENNETH B. HAAS, Loyola University. Series in Advertising and Selling. 
Ready in August 


Ideal as a Sales Administration text, this simple authoritative guide shows how sales 
supervisors can develop their people into top-drawer, profitable representatives of the 
company. Takes the potential supervisor beyond the base jobs of locating, directing and 
compensating salesmen, to the newer techniques of using human relations to motivate 
men toward higher production, 


HOW TO CLIMB THE LADDER TO SALES SUCCESS 


By CHARLES L. LAPP, Washington University. Series in Advertising and Selling. 
Ready in June 


A clear, straightforward manual of everyday sales principles and techniques for the 
outside salesmen. Shows the sales student how to adapt himself to differences in buyers 
products, selling situations, and selling conditions. Emphasis throughout is on down-to 
earth methods that can be applied in selling a wide range of products and intangibles 


WRITTEN COMMUNICATION IN BUSINESS 
By ROBERT L. SHURTER, Case Institute of Technology. Ready in April 


\ first-rate Business English text, covering all forms of written communications from 
letters to memos and reports. Beginning with a statement of the fundamental principles 
and goals of written communication, it follows with specie types of writing used in 
business and shows how individuals can develop themselves on the job 


d ft 
Send tor McGraw-Hill Book Company, Inc. 
approval 330 West 42nd St. New York 36, N.Y. 
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MARKETING RESEARCH 


While it is our business to provide 
tabulating facilities that utilize all the 
latest equipment for speed, accuracy 
and economy, we believe that our 
responsibility to research directors 
does not start with these electro- 
mechanical services. 

Long experience in working with 
publishers, agencies and research de- 
partments has demonstrated to us 
that the quality of the finished reports 
depends in large measure on the 
thinking and planning that go into 
the project from its inception. 

That’s why STATISTICAL makes pro- 


STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TYPING 
TEMPORARY OFFICE PERSONNEL 


TABULATING CALCULATING 


fessional help available to you, right 
from the start. In resolving your 
ideas. In translating sound thinking 
into all-inclusive questionnaires. And 
then backing up this all-important 
preliminary assistance with respon- 
sible help in the mechanical and 
analytical phases of your project. 

Just a few minutes with one of our 
research specialists will show you 
what this complete service can mean 
to you in producing the quality 
analyses and interpretations required 
in today’s competitive markets. 


CHICAGO 


53 West Jackson, HArrison 7-4500 
NEW YORK 

80 Broad Street, WHitehall 3-8383 
ST. LOUIS 

411 N. Tenth St., MAin 1-7777 
NEWARK 


CLEVELAND 


1367 E. 6th St., SUperior 1-8101 
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—_Selected RONALD Books :— 
PRINCIPLES of MARKETING—Siath Edition 


THeropore N. BeckMaNn, H. May- 
NARD, and WiuttamM R. Davinson—all The 
Ohio State University. 


Just Out. Sixth Edition of the outstand- 
ing textbook in the field. Book surveys mar- 
keting from a social point of view, giving 
students a basic understanding of the entire 
scope of modern marketing. Incorporates 
new material on shopping centers, discount 
houses, nonstore retailing, vending ma- 


SALES MANAGEMENT—Third Edition 


H. MAyNArD and James H. Davis— 
both The Ohio State University. 


Just Out. The Third Edition of this 
highly teachable textbook evaluates the 
principles, procedures, and policies of sci- 
entific sales administration. The functions 
of the sales executive are covered clearly 
and in detail. Book employs specific exam 
ples from the best current sales practice to 


Lynpon ©. Brown, Dancer-Fitzgerald-Sam- 
ple, Richarp Lesser, Grey Adver 
tising Agency, Inc.; and Witiam M. Weir 
BACHER, Dancer-Fitzgerald-Sample, Inc. 


Ready in April. How the media decision- 
making process works. This new textbook 
shows how to formulate marketing strategy 
for advertising media both as a statement of 
future intent and as a regulator of media 
decisions. It summarizes media research, in- 


Westey Frey, Dartmouth College 


Presenting advertising’s fundamentals, 
promotional techniques and trends, this 
highly successful,  class-tested textbook 
stresses the organization and running of an 
integrated advertising department. Outlines 


B. RicumMonp, Columbia University. 


Ready in April. Reflecting modern sta- 
tistical inference, this well-illustrated, com 
prehensive textbook is carefully designed to 
acquaint the beginning student with the 
practical uses and applications of statistical 
analysis in business and economics. Simply 
and clearly, the book covers such topics as 


THE RONALD PRESS COMPANY 


chine mechandising, etc.; gives increased 
stress to the dynamics of marketing. Clearly 


and forcefully, book introduces student to 


marketing’s basic principles and provides an 
enlightening analysis of consumers and 
their characteristics. It discusses retailing in 
stitutions, analyzes each of the fundamental 
marketing functions, and examines selected 
major marketing policies. Includes many 
new questions and problems. Teacher's 
manual available. 33 ills., tables; 708 pp 


illustrate’ the basic principles underlying 
sales organization, training and operation of 
a successful sales force, market research and 
sales forecasting, and distribution cost and 
budgets. Stresses the development of the 
sales manager as a major marketing execu 
tive. Explains use of break-even analysis in 
sales planning. Teacher's manual available. 
52 ills., tables; 666 pp 


ADVERTISING MEDIA - Creative Planning in Media Selection 


terprets important media characteristics 
and outlines the basic competitive market 
ing and media factors which affect strategies 
and selections. Fully discusses: measurement 
of audiences of various media; the nature 
of exposure to successive medium units; the 
qualitative characteristics of media audi 
ences; various bases upon which budgets 
can be determined; internal medium factors 
media prices; etc. 94 ills., tables; yo1 pp 


today’s opportunities and media; and offers 
invaluable guidance on advertising appeal, 
theme, consumer motivation, etc. “A wery 
fine revision of an excellent work.”—Wil- 
liam T. Kelley, Wharton School of Finance 
and Commerce. Teacher's manual available 
Second Edition. 104 ills., tables; 756 pp 


Principles of STATISTICAL ANALYSIS 


the use of sources, sampling methods, tabu 
lation, descriptive statistics, index numbers, 
and forecasting and decision making. No 
mathematical training beyond simple alge 
bra is assumed. The few mathematical tech 
niques needed are introduced at the point 
of use. Features a Glossary of Equations 
175 ills., tables; 450 pp 


| 
26th St, New York 10—— 
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Sales Administration Principles 
and Problems, 3rd Ed. 


By BERTRAND R. CANFIELD, Director of Sales and 
Advertising, Babson Institute, revised by WALTER 
HORVATH, Marketing Consultant 


Successful Salesmanship, 
3rd Edition 


By PAUL W. IVEY, revised by WALTER HORVATH 


Effective Public Relations: 
Pathways to Public Favor 


By SCOTT M. CUTLIP, University of Wisconsin and 
ALLEN H. CENTER, Public Relations Director, 
Motorola, Ine 


approval copies available from— 


THIS THIRD EDITION OF ONE OF THE MOST 
successful texts on sales management ever 
published is a completely rewritten book, 
incorporating suggestions from teachers 
of sales administration. Changes in this 
edition include greater emphasis on sales 
operation and control, sales planning and 
policy ; improvement of problems, and a 
more thorough treatment of pricing serv- 
ice, consignment, brand and other sales 
policies. 


(62 pages xr Published 1954 Tert list 86.95 


Here IS A WIDELY ADOPTED TEXT THAT 
scientifically approaches the problem of 
selling by developing salesmen who gather 
facts, analyze them, draw workable conclu- 
sions, and put them into practice. This re- 
vision emphasizes cardinal principles of 
selling which have been drawn from au- 
thentic examples of sales situations, and 
are based on extensive research and expe- 
rience. 

pages 5%" 28%" Published list $6.25 


HERE IS A MOST COMPREHENSIVE TREAT- 
ment of Public Relations—its develop- 
ment, how it functions, and its actual prac- 
tice in industry, business, government, 
education and many other fields. Case ex- 
amples punctuate the book, and there is 
one complete chapter of case histories for 
study and reference. The last section of the 
book makes clear to the student the per- 
sonal qualifications needed for success in 
public relations, and the career opportuni- 
ties available in the field. 


pages 6 + Published 1952 Text list $6.25 


PRENTICE-HALL, INC. 
Englewood Cliffs, New Jersey 
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MARKET RESEARCHERS 
NEEDED BY 
ALFRED POLITZ RESEARCH 


Marketing Knowledge through Teaching 
or Practice is a Valuable Asset 


Several positions are open for individuals who 
would like to put their intelligence and enthusi- 
asm to work solving design and interpretation 
problems and set up market research experi- 
ments for our clients who include many of the 
country’s outstanding corporations. 


POSITIONS OPEN AT VARIOUS LEVELS 


Please submit resume, beginning salary re- 
quested, and date available to: Alfred Politz Re- 
search, Inc. Attention: Mr. Alfred Politz 


ALFRED POLITZ RESEARCH, INC. 
527 Madison Avenue New York 22, N. Y. 


Please mention the JOURNAL OF MARKETING in writing advertisers 


¥ 
aq 
| 
Bui 
fe: 


Selected Printers’ Ink Texts 


Basic Text in Advertising 


By Donald W. Davis, The Pennsylvania State 
University. Written in a refreshingly clear style, 
this book presents a complete, up-to-date, easy- 
to-read treatment of ALL advertising funda- 
mentals: the history of advertising, its economic 
and social significance, the steps in its planning 
and production, its uses and place in business 
today, and the trends significant for its future. 
The unequaled research and editorial facilities 
of a publishing house that has been mentor-in- 
chief to the advertising world for more than half 
a century augmented the author's own 35 years’ 
experience in the practice and teaching of adver- 
tising in the preparation of this highly superior 
text. 


A distinctive treatment of advertising because 

eae 

* Presents current advertising practices against a frame- 
work of the past and future 

* Places major emphasis on the uses of advertising as a 
tool of marketing and selling 
Clearly differentiates procedures for national and retoil 
advertisers 
Features up-to-date material in oll fields, including the 
rapidly changing radio and TV field 
Emphasizes public relations and the legal and social re- 
sponsibilities of the advertiser 
Provides a glossary of over 600 advertising and allied 
terms 
Contains advertising laws and codes and other up-to- 
date reference data 
Includes a chapter on the qualifications for, and oppor- 
tunities in, advertising 
Contains over 240 illustrations, charts and other visual 
aids 


665 pages, x cloth, $6.50 


Current Readings in Marketing, New 1957 Edition 


Compiled by George F. Frey and Raymond B. 
Buteux, New York University. This new edition 
brings up-to-date the useful compilation of cur- 
rent articles from Printers’ Ink and other lead- 
ing journals, Expressly designed to supplement 
standard marketing textbooks, it follows the 
general arrangement of those most widely used, 
It fills a gap in the teaching of students by pre- 
senting those aspects of marketing which are the 
most dynamic—and hence the least suited to 
basic textbook treatment. Included at the end 


of each section is a group of questions, designed 
for use in classroom discussions or for homework 
assignments, which the student may use both for 
study and review purposes. The many illus- 
trations, charts and check lists enable the student 
to visualize important ideas and trends. The 
book, which lends itself to marketing courses 
regardless of the text in use, is adaptable to 
either a one or two semester course. 


256 pages, 8\ x 11, paper, $2.75 


Marketing Research Pays Off 


Forty Case Histories of Profitable Consumer and Industrial Marketing Research 


Edited by Henry Brenner. The nation’s leading 
marketing research experts describe outstanding 
projects in which they have been involved. Stu- 
dents can benefit tremendously from the wide 
areas and techniques used by these top research 


directors. Each case history describes the prob- 
lem and situations generally, tells what research 
was done and reports its application and useful- 


ness. 372 pages, 514 x 814, text price $4.50 


How To Make More Money with Your Direct Mail tir eaivion 


By Edward N. Mayer, Jr. In this new, enlarged 
edition, the leading authority on direct mail 
brings completely up-to-date the standard text- 
book. This book includes six entirely new chap- 
ters on such important subjects as planning, de- 


termining profit or loss from direct mail, 
mechanized lists, and handling inquiries. Every 
chapter has been thoroughly revised to include 
the latest information. 

363 pages, 51% x 8, text price $4.50 


For examination copies write: 


PRINTERS’ INK BOOKS 


PLEASANTVILLE, NEW YORK 
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Use them for fast Automatic area analysis 


By using only those cards conforming to your 
particular sales territories, you can conveniently 
apply the new May 10, 1957 SALES MAN- 
AGEMENT Survey of Buying Power to your 
own market areas. 

Market Statistics, Inc. will prepare these IBM 
analyses for you quickly. Or if you have your 
own IBM installation, you can prepare them 
automatically in your own office as do over 200 
leading companies today. 

In addition to the factors shown above, many 
other specialized indexes are available on county 


cards: Index of Urban Demand (for styled mer- 
chandise), Index of Office Equipment Demand, 
Index of Resort Activity, Growth Factors (to 
isolate areas of rapid or slow growth), TV homes 
as of January 1, 1957, plus all major Census 
marketing benchmarks (age distributions, etc.). 
It is only necessary to determine what factors 
(or combinations thereof ) would reflect demand 
for your product. If you have any questions on 
this, you may without obligation consult with 
our staff for correlation studies of your own sales 
to isolate your key marketing factors. 


MARKET STATISTICS, INC. 


RESEARCH CONSULTANTS TO SALES MANAGEMENT MAGAZINE 
432 Fourth Avenue, New York 16, N. Y. MU 4-3559 
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sous wee:Workman’s Statistical Library Card File provides you 


MEDIA REPORTS 


for only the cost of machine tabulating 


@ 72 National Magazines 


e All A.B.C. Newspapers and 
supplements 


© Sales Management "Survey of 
Buying Power” 
(By special arrangement with Sales Management) 


in Bro = Over 250,000 IBM cards available in one library to 

“nad 1 = = | assist you in preparation of any type of media report. 

F For only the cost of machine tabulating, we can prepare 

statistical reports of individual or combined circulations 

by territories. branches. or divisions. Circulation data 

and coverage figures are printed as finished reports on 
our latest IBM tabulators Call for complete details. 


WORKMAN SERVICE, INC. 
320 N. Dearborn St., Chicago 10 WhHitehall 4-6255 


Minneapolis, FEderal 2-8512 © Los Angeles, TRinity 9883 
New York, ORegon 4-5966 
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AuL H. Nysrrom “retired” from Co 

lumbia University in 1950 and as pres- 
ident of the Limited Price Variety Stores 
Association a few years later. But as his 
many friends well know, such a staunch 
and sturdy pioneer in the field of market- 
ing in general and in retailing in particu. 
lar will never actually retire. His keen and 
active mind, sharpened by a strong inter 
est in current business developments, has 
brought intellectual stimulation to many 
thousands of students and businessmen. 
This stimulation has generated a high de 
gree of inquiry within himself and re 
sulted in numerous valuable contribu 
tions to our marketing literature. 

Dr. Nystrom’s first pioneering effort in 
the field of distribution was Retail Selling 
and Store Management, published in 
igig. Although lacking in factual data 
and comprehensiveness measured by to 
day's standards, it provided valuable in 
formation for instructional and man 
agerial purposes ina field where organized 
knowledge was very limited. The first 
edition of Economics of Retailing fol 
lowed in 1915 and by its third edition in 
1930 had grown into a two-volume “bible 
of retailing.” By this latter date interest 
in retailing courses in colleges and uni 


PAUL H. NYSTROM 


versities was becoming quite pronounced, 
and operators of retail stores were search. 
ing for “principles” to guide their efforts 
into the most profitable channels. Aware- 
ness of this fact had led Dr. Nystrom to 
publish the Economics of Fashion (1928) 
and Fashion Merchandising (1992). In 
both volumes he recognized the impor- 
tance of integrating theory and practice, 
and his foresight and judgment have been 
demonstrated to a convincing degree by 
developments in recent years. His Retail 
Store Operation (1937) and his editorship 
of the Marketing Handbook (1948) con 
stitute his latest efforts in the textbook 
held. 

But Dr. Nystrom’s contributions to the 
advancement of marketing extend far be 
yond his formalized writings. His impres 
sive career includes teaching and research 
responsibilities at Wisconsin, Minnesota, 
and Columbia. While at the latter insti 
tution, he served as president of the Lim 
ited Price Variety Stores Association and 
in numerous other consultative capacities 
His broad training and experience en 
abled him to combine effectively the 
“theories” of the classroom and the poli 
cies and practices of marketing institu 
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tions and left an indelible impression 
upon his students, 

As one reviews Dr. Nystrom’s distin- 
guished career, he is impressed with the 
broad interests and accomplishments of 
this early leader in the marketing field. In 
addition to his teachings and writings, he 
served on numerous governmental agen- 
cies and trade association groups, as presi- 
dent of the American Marketing Society 
in 1934, and as editor of its Journal in 
1935-36. He played an important part in 
securing passage of the George-Deen Act 
in 1936 through his championing of the 
cause of distributive education. He also 
served as vice-president of the American 
Vocational Association for six years. His 


amazing energy and inquisitive mind 
have produced a broad knowledge of 
marketing techniques and developments 
which astound his associates and provoke 
discussions of their significance. 

The high esteem in which Paul H. 
Nystrom is held by his former university 
associates and his present business friends 
is probably the best tribute that may be 
paid him. His search for improvements in 
our marketing practices, and his critical 
appraisals of them in the light of our dy- 
namic economy, will continue to inspire 
many for years to come. 


Deteert |. DUNCAN 
University of California 
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PREFACE 


His statement has been prepared for 
ein marketing and general man- 
agement executives in industry who have 
not yet become acquainted with the new 
tools and techniques of distribution cost 
analysis developed in recent years and 
proven valuable in attaining and main- 
taining a high level of marketing efh- 
ciency. It is directed equally to senior ac- 
countants and to marketing research 
managers who need a concise statement 
describing the nature and values of dis- 
tribution cost analysis for the benefit of 
their associates, their clients, and their 
employees. Finally, it is directed to those 
students of marketing and accounting in 
terested in identifying the newer areas of 
opportunity in their fields which may 
warrant their more concentrated atten- 
tion. 

The statement has been prepared by a 
special committee of the American 
Marketing Association selected for this 
purpose. The membership of this commit- 
tee and a few notes concerning their ex- 
perience and qualifications in this field 
appear on the final pages. 


INTRODUCTION 


A principal objective of the American 
Marketing Association is to foster the de- 
velopment of more efficient marketing. 
To this end, the Association maintains 
several standing committees which are as- 
signed to follow and appraise develop- 
ments in a number of different technical 
fields. 


One of these committees, the Commit- 


THE VALUES AND USES OF DISTRIBUTION 
COST ANALYSIS 


American Marketing Association 
Committee on Distribution Costs and Efficiency 


tee on Distribution Costs, recently under- 
took to appraise the values and applica- 
tions of distribution cost analysis. This is 
its report. 


THE ROLE OF DISTRIBUTION COST ANALYSIS 


As the total production of goods and 
services has expanded in the United 
States, our distribution system has be 
come increasingly complicated. For this 
reason, distribution costs have tended to 
rise, and the achievement of greater dis 
tribution efficiency has become an in- 
creasingly important objective for more 
and more forward-looking companies. 

When a company succeeds in increasing 
its distribution efficiency, it is able to 
make more goods available to more people 
at lower prices. Increased efficiency on the 
part of one company, therefore, puts pres 
sure on its Competitors to improve theit 
distribution operations. By helping indi 
vidual companies to increase their distri- 
bution efficiency, distribution cost analy- 
sis helps to promote a sounder economy 
under our free enterprise system. 


DEFINITION OF DISTRIBUTION COST ANALYSIS 


Distribution cost analysis is the assem- 
bling of the various items of distribution 
cost into meaningful classifications and 
their comparison in this form with alter 
native expenditures and with related sales 
volumes and gross margin. More specifi- 
cally, it is a technique used by individual 
business concerns for the determination 
of the costs of performing specific market 
ing activities and for the determination 
of costs and profits for various segments 
of the business such as products or prod 
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uct groups, customer classes, or units of 
sale—and a study of these findings in the 
light of possible alternatives. 


THE VALUES AND USE OF 
DISTRIBUTION COST ANALYSIS 


Distribution cost analysis may be used 
by businessmen as an aid in determining 
profitable objectives for the business, in 
setting policies and procedures of opera- 
tion, in determining the efficiency of their 
organization, and in measuring the profit- 
ability of operation in individual seg- 
ments of the business. 

More specifically, distribution cost 
analysis may be used: 


1. To determine the kinds and amounts 
of expense incurred in each separate market- 
ing activity such as outside selling, billing, 
warehousing, and delivery. 

Availability of such cost data permits ef- 
fective assignment of responsibility for cost 
performance to specific individuals super- 
vising the activities. They make it possible 
also to trace the reasons for changes in cost 
over a period of time or variations in cost 
from budget, and the detailed record pro- 
vides a basis for corrective action. ‘They open 
the way to development of standard costs 
where standards are feasible. 

2. To evaluate marketing methods, poli- 
cies, and operating procedures. 

Distribution cost analysis provides basic 
data for appraising the value of services (such 
as credit or delivery), methods of sale (by 
telephone, mail, or personal solicitation), 
and company performance of functions as 
opposed to use of outside organizations (for 
delivery, warehousing, and the like). It fa- 
cilitates judgment as to when and where 
agents, distributors, or other middlemen 
will be more economical than direct sale. 

3. To determine the marketing cost and 
profitability of the company’s various prod- 
ucts or customers. 7 

Cost analysis permits calculation of these 
facts for individual products and customers 
or for such groups of them as product lines, 
brands, styles and sizes, classes of trade, sales 


territories, and the like. Such data are useful, 
too, in estimating costs and profits for pro- 
posed products or for changes in product or 
customer mix. 

4. To determine the relationship Letween 
cost and order size—as a basis for diminishing 
losses on small orders and as a basis for 
quantity-discount. schedules conforming to 
the Robinson-Patman Act. 


Any general use of distribution cost 
analysis by businessmen for the appraisal 
of marketing structure, policy, and plans 
would have significant economic implica- 
tions. The effect would be to increase the 
general level of marketing efficiency. 
Competition, in turn, may be expected to 
transfer much of the economy gained to 
the public through lower prices. Thus, 
widespread use of distribution cost analy- 
sis would be the equivalent of a general 
technological advance in industry. The 
reduction in unit costs and increase in ef 
ficiency from use of distribution cost anal 
ysis may be even greater than that attained 
as a result of the pioneer work in time and 
motion studies and cost accounting in the 
factory. 


THE METHODS OF DISTRIBUTION 
COST ANALYSIS 

There are two basic steps in distribu- 
tion cost analysis: (1) the determination 
of the cost of performing each distribu- 
tion activity or function of the business 
and (2) the determination of the costs of 
these functions which are associated with 
products, customers, territories, or other 
segments of the business. 


Functional Cost Determination 

This step requires first a detailed analy 
sis and listing of the many distinct market 
ing activities carried on by the business. 
Because companies vary widely in the 
kinds of marketing work done, the lists of 
activities will vary greatly from company 
to company. Each company must prepare 
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its own list of activities on the basis of a 
careful study of the exact work done. 

Cost records must then be set up in such 
a manner that all direct and indirect costs 
incurred for each separate activity are 
identified. Some costs are incurred simul- 
taneously for two or more activities. In 
such cases it is necessary to apportion the 
jointly incurred cost to the individual ac- 
tivities. This can be done by means of 
time study, space measurements, counts, 
managerial estimates, and other methods. 
It is most expeditious, economical, and 
accurate to determine functional costs 
currently as part of the ordinary account- 
ing process, but it is possible to determine 
these costs at a later date. 

A functional classification of market- 
ing costs has a number of advantages even 
though the analysis proceeds no further. 
A functional classification of marketing 
costs reflects and parallels the organiza- 
tion of the business and the responsibili- 
ties for expenditure. Accordingly, a func- 
tional classification facilitates control of 
marketing expenditures. (The classifica- 
tion of costs by function permits attain- 


ment of the first two objectives listed - 


under Values and Uses of Distribution 
Cost Analysis above.) 


Determination of Costs for Segments of 
the Business 

The many marketing activities of a 
business are undertaken to permit han- 
dling and sale of the company’s various 
products to its various customers in its 
various territories. There is thus a direct 
relationship (in most cases) between the 
scale and cost of each activity or function 
and certain characteristics of the products 
handled and the customers served. The 
second step thus involves determining 
just what these relationships are and ex- 
pressing them quantitatively. 

A knowledge and measurement of these 
direct relationships between functional 


costs and characteristics of products 
handled or customers served permit allo- 
cation of an appropriate share of each 
activity’s cost to individual products and 
customers and other segments of the busi- 
ness. When this is done for all costs, it is 
possible to determine the total marketing 
costs attributable to specific products and 
customers. Thus, after costs have been 
classified by activities or functions, they 
are allocated on the basis of utilization by 
products, customers, and other segments 
of sales of the activities giving rise to these 
costs. For each functional-cost group, an 
allocation factor must be selected which 
can serve as a measure of the portion of 
that cost which is properly applicable to 
each segment of sales. The procedure fol- 
lowed is to charge the product or cus- 
tomer (or other segment of sales) with the 
cost of its share of the activity of each 
functional-cost group; that is, the cost of 
the portion of the marketing effort for 
which it is “responsible.” 

Some analysts hold that it is not useful 
to charge any cost to a specific product or 
customer unless there is a clear causative 
relationship between the product or cus- 
tomer characteristic and the cost total. 
They point out that funetional-cost 
groups vary in the extent to which they 
can be directly associated with product or 
customer characteristics. They say that 
these costs cannot be charged to indi- 
vidual products or customers but must be 
treated as overhead. The question still 
remains, however, as to the method of ab- 
sorbing overhead by each segment of sales. 
If all overhead is not absorbed, it will not 
be possible to show net profits by products 
or customer classes. Without these net 
profit figures, it is difficult to make full 
application of the results to management 
decisions. 

Management use of these cost figures 
begins with a comparison of totals and of 
the detailed cost patterns of handling the 
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various products and customers. Such a 
study is still more valuable if total gross 
margins for each product and customer 
are determined. Total costs may then be 
subtracted from gross margins to reveal 
net profits or losses. 

Profit results for individual customers 
may be added together to show profits by 
sales territory, by channel of distribution, 
by customer size, or other groupings. 
Similarly, product profit results may be 
added together to show profits by brand, 
by price line, by style, or other product 
groupings. 

Analysis of the data presented for prod- 
ucts and customers and other segments of 
sales discloses basic reasons underlying 
profit or loss results and suggests types of 
corrective action. These may include ef- 
forts at expansion or contraction of cer- 
tain products or of sales to certain cus- 
tomers or substitution of some products 
or customer classes for others. They may 
also involve proposals to eliminate classes 
of business. The latter proposals must be 
studied in the light of the short-run and 
long-run variability of the costs incurred 
in handling this business as shown by the 
detail of costs charged to it. 

Measurement of relative profitability 
of segments of sales, based on a determina- 
tion of costs associated with these seg- 
ments, can help management to resolve 
marketing-oriented problems involving a 
choice between alternative decisions. 


POSSIBILITIES OF USE: LIMITATIONS 

A technique still relatively new, as is 
distribution cost analysis, always has far 
more opportunities for use than have 
been realized. That it is not used at all by 
some firms, and is used by others only 
infrequently as a special research project, 
is due for the most part to this newness. 
In part, however, it is due to natural limt- 
tations. 


Certain conditions should exist in 


order for the values and uses of distribu- 
tion cost analysis to be realized. Some 
degree of specialization of personnel or 
some variety of products or some com- 
plexity of operation must exist, for other- 
wise costs come in lumps that cannot be 
broken apart satisfactorily. Specialization 
and complexity are not necessarily closely 
correlated with the size of the operation. 
Some opportunity to change operating 
policies or procedures must exist so that 
facts uncovered can be utilized success- 
fully. Some realization by management of 
the need or benefit of cost control or func- 
tional control or standard costs is needed 
to support and utilize the analysis. In ad- 
dition, some understanding of the tech- 
niques of cost analysis and ability to in- 
terpret results are necessary conditions. 
Another important limitation and vari- 
able is the available accounting data. Al- 
though even a rudimentary accounting 
system can provide the basis for a study, 
the cost tends to be higher, and accuracy— 
though still acceptable—suffers. Account- 
ing procedures should provide details on 
sales, cost of sales, and gross margin, 
which permit classification by products, 
customers, and salesmen. Allocation data 
—such as number of orders, salesmen calls, 
and invoice lines and value of average in- 
ventory—also are best provided by regular 
accounting procedures, not by special, 
supplementary studies. Current accumu- 
lation of expenditures into functional- 
cost groups not only facilitates cost studies 
but also provides improved cost control. 
Decisions must be made as to whether, 
and how much of, the gathering of sales 
analysis and allocation data shall be a part 
of regular accounting processes (either 
manual or machine) or will be gathered 
“after the fact” and at infrequent inter- 
vals. Practical decision also must be made 
as to use of simplified methods or more 
detailed methods which yield maximum 
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accuracy. A great deal of flexibility exists 
on this score within the limits of useful 
and practical results. 

The amount of detailed calculations re- 
quired for formal cost analysis makes it a 
forbidding task for firms without an ade- 
quate analytical staff. This limitation may 
soon be removed by the potentialities of 
the new electronic computers. The actual 
computations of even a major cost analysis 
would take only a few hours on one of the 
large computers now available for hire. 
In the future, the role of the distribution 
cost analyst may be limited to specifying 
the data to be collected, programming the 
computer for handling these data, and in- 
terpreting the results. 


THE STATUS OF DISTRIBUTION COST ANALYSIS 
AND REQUIREMENTS FOR ITS FURTHER 
DEVELOPMENT 


The rapid development of distribution 
cost analysis during the past thirty years 
reflects the growing interest of business 
management in the problems of measur- 
ing and controlling marketing costs and 
efficiency. This interest has been sparked 
by the increasing complexity of our 
national distribution system and the re- 
sulting pressures on individual companies 
to improve their distribution efficiency to 
maintain profit margins. 

The methods of distribution cost analy- 
sis have now been developed to a point 
where most of the major problems in the 
field can be soundly approached when 
existing techniques of analysis are prop- 
erly applied. As distribution grows more 
complex, and as further research is com- 
pleted, new and improved methods will 
undoubtedly be developed. Methodology, 
however, is no longer a factor that seri- 
ously restricts expansion of the field. 

Rather, growth in the use of distribu- 
tion cost analysis seems to hinge primarily 
on the number of personnel who are 
qualified to make skillful use of existing 


distribution cost analysis techniques. The 
opportunities for this application appear 
to be expanding faster than the number 
of trained personnel. This poses the ques- 
tion—what steps should be taken to over- 
come the present shortage of trained per- 
sonnel? 

To this end, it is suggested that col- 
legiate instruction in distribution cost 
analysis be substantially increased, both 
at the undergraduate and graduate levels. 

It is further suggested that trade and 
professional associations interested in the 
field of business administration place 
greater emphasis on distribution cost 
analysis in their programs. Printed litera- 
ture based on the resulting articles, 
speeches, and discussion sessions will not 
only serve to broaden the interest of busi- 
ness personnel generally in the subject 
but will also help to increase the quality 
of the instruction received by students. 

Finally, it is suggested that marketing 
and accounting people make an effort to 
become more fully conversant with the 
mutual problems they have in developing 
and applying distribution cost figures. 
Marketing men too often are inade- 
quately informed concerning the prin- 
ciples, practices, and problems in account- 
ing which underlie cost records. On the 
other hand, accountants too often are ill- 
informed on the practical problems of 
marketing and the assistance which ac- 
counting can render in solving them. 

One final point government rec- 
ognition of the validity of distribution 
cost analysis as a basis for developing ad- 
missible evidence in litigation will help to 
increase the stature of the field and 
broaden still further the application of 
distribution cost analysis. 


Members of Committee on Distribution 
Costs and Efhiciency: 


Dr. Donald R. Longman, Chairman. 
Manager, Marketing Operations, Atlantic 
Refining Co, 
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THE TEACHING OF MARKETING RESEARCH 
IN RELATION TO INDUSTRY NEEDS* 


Donald Blankertz, University of Pennsylvania 
Robert Ferber, University of Jilinois 
Donald F. Mulvihill, University of Alabama 
Harry B. Roggenburg, Rulgers University 


F concern to both industry and aca- 

demic members of the marketing 
profession is the relationship of market- 
ing research courses as presently taught to 
the needs of marketing research in com- 
merce and industry. Marketing research 
courses cannot, of course, cater to this 
need alone, for the students in these 
courses represent many diverse major 
fields of specialization. Most of them prob- 
ably move into some other area of mar- 
keting; some of those who specialize in 
marketing research tighten their belts and 
move into teaching; and only a minority 
are likely toend up as researchers for com- 
merce and industry. 

At the same time, however, many of 
those who specialize in other areas of mar- 
keting come into contact with research 
problems (if only accidentally), and it 
would therefore seem that a thorough 
grounding in the means of handling re- 
search problems in practice—and in being 
able to recognize a problem when one has 
it—is an important, if not the principal, 
objective of marketing research courses. 

In line with this objective, the AMA 
Subcommittee on the Teaching of Mar- 
keting Research has attempted to deter- 
mine how the subject matter of present 


® This study was carried out by a task force of the 
Subcommitiee on the Teaching of Marketing Re- 
search of the American Marketing Association com- 
prising the four authors listed above. They would 
like to express their appreciation to the other mem- 
bers of the Subcommitiee—D. R. G. Cowan, William 
Emory, and Robert B. Miner—for helpful comments 
and suggestions. 


marketing research courses compares with 
the type of work encountered in commer- 
cial research. This was accomplished by 
means of a dual questionnaire survey— 
one questionnaire to marketing research 
teachers relating to the types of materials 
and techniques covered in their courses, 
and the other questionnaire to researchers 
in industry asking about the importance 
which they attach to particular approaches 
and techniques based on their experience. 


THE SURVEY 


Questionnaires were mailed during 
March 1956 to go teachers of marketing 
research and 277 marketing research ex- 
ecutives in industry. The teachers com- 
prised the entire list of names available 
to the Subcommittee of those teaching the 
subject—albeit the list was for the pre- 
vious year. Names of marketing research 
executives were selected from the 1954-55 
Naticnal Roster of the AMA. Pages in the 
main (alphabetical) section were selected 
at alternate intervals of four and five 
pages, and all those on the sample pages 
having a title such as “research director,” 
“manager of research,” or “research ana- 
lyst’’ were included in the sample. Such 
a selection scheme, it was estimated by a 
prerun, should yield between 275, and 300 
names; and this in turn, it was estimated, 
should yield about go or 100 usable ques- 
tionnaires. 

In actual practice, 46 of the go teacher 
questionnaires were returned, 11 by peo- 
ple no longer teaching marketing re- 
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search, so that the effective response rate 
was 43 percent. Of 277 industry question- 
naires mailed out, 193 were returned, 10 
by noneligibles, to yield an effective re- 
sponse rate of 46 per cent.’ For various 
reasons, no attempt was made to sub- 
sample the nonrespondents. 

The questionnaires covered a variety of 
topics. The tcachers were questioned 
about the type of marketing research 
courses offered; the objectives of each; 
topics and techniques emphasized in the 
courses; projects conducted, if any; and 
the extent to which students are encour- 
aged to seek employment in marketing 
research. The industry questionnaire 
touched on the qualifications desired in 
research personnel, the relative value of 
various courses taken to the respondent, 
and the topics which industry people 
thought should be emphasized in market- 
ing research courses. ‘The latter question 
was an exact duplicate of the one in the 
teacher questionnaire. Two other, though 
less direct, sources of duplication were 
provided by the industry question on 
qualifications of research personnel, which 
contained the same check list of possible 
answers as the teacher question on traits 
emphasized in the marketing research 
course, and by the industry question on 
value of other courses, the possible 
answers to which were the same as the 
teacher question on other courses re- 
quired for students of marketing research. 


ACADEMIC PREPARATION FOR MARKETING 
RESEARCH 


Most of the 35, schools represented by 
the teacher returns were large univer- 
sities. In fact, few of the large universities 


* Actually, it might be contended that the “true” 
response rates were even higher because of the like- 
lihood that not all noneligibles returned question- 
naires. On the other hand, there were undoubtedly 
many newly eligible teachers or industry people 
whose names were not included in the sample for 
lack of information. 


were not represented in this sample. All 
of these schools offered at least one course 
in marketing research (which is, of 
course, by no means typical of smaller 
schools). However, only 13 schools offered 
anything beyond the first course in mar- 
keting research; 13 schools offered an ad- 
vanced course in the subject and 4 also 
offered a course in statistical methods in 
marketing research, both usually at the 
graduate level. 

Unless otherwise noted, the analysis 
presented below pertains to the beginning 
course in marketing research. 


Broad Objectives 


An open-end question? on course ob- 
jectives showed 18 teachers ascribing most 
importance to “an understanding of the 
role (or importance) of marketing re- 
search, particularly for marketing man- 
agement or in policy making.” Only two 
other areas received prominent men- 
tion: “familiarity with (sound) research 
methods, their aise, and the ability to ap- 
ply them correctly” and the related area 
of “scientific method and the ability to 
recognize, define, and analyze problems.” 


Development of Student A bilities 


Consistent with the broad objectives 
stated, most teachers place major empha- 
sis on what might be termed the analytical 
core, or rationale, of marketing research: 
those fundamental problem-solving 
methods which should be of value to all 
students of marketing and business re- 
gardless of specific career objectives. This 
is brought out by Table I, which presents 
a tabulation of the multiple choice 
answers to a question on this subject. In 

*“What objectives have you set for your market- 


ing research courses? Please list in order of impor- 
tance.” 


*“On the whole, what degree of emphasis do you 
give in your marketing research courses to each of 
the qualifications listed below?” This includes ad- 
vanced as well as introductory courses. 


| 
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Taste I 
DECREE OF EMPitAsis ON VARIOUS STUDENT ABILITIES 


Ability Major Average Minor Average* 

Ability to recognize and define problems 30 4 1 2.83 
Ability to use techniques appropriate to problem 27 8 0 277 
Skill in interpretation and analysis 28 6 1 2.77 
Ability to develop hypotheses 24 ll 0 2.09 
Familiarity with types and sources of data 18 16 1 2.49 
Ability to create confidence in findings 6 21 # 2.26 
Skill in questionnaire construction 14 14 7 2.20 
Competence in evaluating research services® 12 16 6 2.18 
Ability to design samples 11 19 5 2.17 
Ability to use statistical methods 6 25 4 2.06 
Ability to write clearly and correctly 14 16 5 1.94 
Accuracy in handling figures 5 21 9 1.89 
Skill in interviewing 5 12 18 1.63 
Ability to administrate research® 8 15 16 1.62 
Capacity to sell research 0 15 20 1.43 
Skill in analyzing distribution costs 2 8 25 1.34 
Ability to select and hire interviewers 2 6 27 1.29 
Competence to supervise interviewers 0 


addition to showing the number of re- 
spondents according each ability different 
degrees of emphasis, a weighted average of 
the different degrees of emphasis is pre- 
sented, obtained by weighting “major 
emphasis” by 3, “‘average’’ by 2, and 
“minor” by 1. The different abilities, or 
qualifications, are listed in the table in 
the order of their importance, not in the 
order in which they appeared on the ques- 
tionnaire. 

It is interesting to note that the specific 
qualifications emphasized most include: 
ability to recognize and define problems, 
skill in interpretation and analysis, ability 
to use techniques appropriate to problem, 
ability to develop hypotheses, and famili- 
arity with types and sources of data. Little 
emphasis was placed on such work-a-day, 
career qualifications as: competence to 
supervise interviewers, ability to select 
and hire interviewers, ability to sell re- 
search, and ability to administrate re- 
search. 


* Major emphasis weighted $, average 2, and minor 1. 
* Does not total 35 since one questionnaire was edited out on this ability. 


Course Coverage and Emphasis 


The importance assigned to various 
topics in the introductory marketing re- 
search course by teachers is indicated in 
Table II. In addition, a system of weight- 
ing similar to that employed in Table I 
is used to derive average ratings of im- 
portance for each item.‘ 

Not surprising in Table II is the unani- 
mous high importance attached to the 
“uses and value of research” and “how to 
recognize and define a problem.” Wide 
agreement on the need for covering the 
broader problems of analysis or problem 
solving also is evident, high ratings being 

* Although the weights assigned to each rating are 
rather arbitrary and particularly the assumption of 
equal scale divisions, for the purposes of this study 
it can be shown that almost any “reasonable” set of 
weights—meaning one which preserves the rank or- 
der of the ratings—will yield the same results. See 
R. Ferber, “Gradational Adjectives in Market Sur- 
veys,” Journal of Applied Psychology, vol. 99, no. 
$ (1955). Pp. 173-77: also, H. Gullikson, The Theory 
of Mental Tests (New York: John Wiley and Sons, 
1950), pp. $12°27. 
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Taste Il 
Revative VALuEs Assicnep TO OF CLASS PRESENTATION 


Number Ranking Topic As 


Item 


Essential 


Valuable 
but Not 
Essential 


Interesting 
but Not 
Essential Limited Average* 


Uses and value of research 35 
How to recognize and define a problem 

Scientific methods 

Marketing research procedures 

Planning the research operation 


Interpretation of results 
Developing and testing hypotheses 
Sampling theory and application 
Use of secondary sources 
Questionnaire construction 


Consumer market analysis* 
Report writing 

Motivation research 
Interviewing process 

Use of marketing indexes 


Presenting results to management 
Advertising research 

Industrial market analysis 

Product and package research” 
Research agencies and their services 


woe editing, and tabulating 
Sales forecasting 

Sales operation research 

Coordination of research and management 
Supervision of field work 


Sales quota setting 

Trading area analysis 

Administration of marketing research 
Calculation of research costs 
Distribution cost analysis 


Marketing research as a career 
Selling marketing research 
Public relations research 
Location analysis 

Operations research 
Electronic computers 


How HOOKS ooo 


ow 


* Weighted: Essential, 3; valuable or interesting but not essential, 2; and limited, 1. 


* One answer not available. 


given such topics as: scientific method, 
marketing research procedures, planning 
the research operation, interpretation of 
results, developing and testing hypothe- 
ses, and the use of secondary sources. 
Among subjects not covered at all by 
some teachers or given attention only as 
time permits are those covering more 
specialized or career skills such as selling 


marketing research, marketing research 
as a career, calculation of research costs, 
administration of marketing research, 
and supervision of field work. 

An intermediate zone of importance ap- 
pears to exist for skills most useful to re- 
search analysts but yet of considerable 
value to those looking forward to utilizing 
the results of marketing research. This 


404 
3.00 
3.00 
2.94 
2.94 
2.94 
83 2.94 
31 2.86 
28 2.80 
27 2.77 
26 2.69 
19 12 2.47 
21 10 2.37 
17 15 2.37 
17 14 2.34 
15 4 2.26 
17 11 2.26 
16 13 2.26 
17 il 2.23 
13 16 2.21 
12 14 2.06 
16 8 2.06 
14 1! 2.00 
18 12 1.97 
9 16 1.89 
10 12 ] 1.83 
10 12 1.74 
10 il 1.71 
1.49 
1.43 
7 1.40 
9 1.37 
8 
5 1.06 
9 97 
8 69 
5 57 
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zone includes such topics as sampling 
theory and application; questionnaire 
construction; interviewing process; use of 
marketing indexes; presenting results to 
management; coding, editing, and tabula- 
tion; and research agencies and their serv- 
ices. 

Of some interest is the frequent in- 
corporation into beginning courses of 
materials on many specific types or areas 
of marketing research (see Table II), even 
though go of the teachers responding re- 
ported using class projects. 

The ratings show considerable relation 
to the frequency of occurrence in practice, 
or relative importance, of various studies 
in commercial use.® The currently fash- 
ionable subject of motivational research 
intrudes, although the other currently 
prominent subject of operations research 
receives little notice (which may be due 
to its heavy statistical orientation). ° 


General Note 


Few teachers, it appears, set a goal of 
vocational training for marketing re- 
search careers. Most schools of business do 
not encourage or even permit highly 
specialized or vocationalized courses in 
the curriculum. Indeed, it might be 
argued that a beginning course serves best 
vocationally if it provides the student 
with an adequate test of his aptitudes for 
and interests in marketing research as well 
as a sound foundation for further training 
and experience. If so, it appears that most 
courses being taught are well conceived 
vocationally; and the principal problem 
(not covered in this survey) may be the 
effectiveness of the teaching, not the de- 
sign of the courses. 


*See the AMA Committee Report: “Marketing 
Research in American Industry,” THe JOURNAL oF 
MARKETING, vol. XI, no. 4, and vol. XII, no. 1; also, 
“Organization for Market Research,” National In- 
dustrial Conference Board, Studies in Business Pol- 
icy, no. 19. 


INDUSTRY NEEDS 


The replies to the industry question- 
naire provide a rather comprehensive 
view of what those presently engaged in 
marketing research feel are the important 
qualifications, characteristics, and train- 
ing for such work. 


Qualifications of Research Personnel 


The ranking by industry respondents 
of different qualifications for research 
personnel® is presented in Table IIL. The 
list of possible answers supplied with this 
question was identical to that used for the 
question on the teacher questionnaire 
asking about emphasis placed on different 
student abilities. Although the two ques- 
tions are not directly comparable, it is 
interesting to note from Table III a fair 
degree of agreement with the teachers. 
As with the teachers, fundamental ap- 
proaches to thinking and problem solving 
receive the major emphasis while specific 
operational tasks are accorded low degrees 
of importance, 

At the same time, two substantially dif- 
ferent degrees of emphasis are apparent. 
One is the much greater emphasis at- 
tached by industry to problems of com- 
munication—ability to write clearly, to 
create confidence in findings, and to sell 
research.’ This, however, does not neces- 
sarily reflect much disagreement between 
the two groups in view of the different 
orientation of the questions answered in 
each case. In ranking qualifications from 
an over-all employment point of view, 
ability to communicate effectively would 
naturally be expected to receive greater 
emphasis than in ranking the same quali- 


*“Please indicate the importance of the following 
qualifications in your practice of marketing re- 
search.” 

* Pertinent in this connection is the fact that the 
qualification appended most frequently on blank 
spaces provided at the bottom of the list was “ability 
to get along; to work well under pressure.” 
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Tacte Ill 
IMPORTANCE OF VARIOUS QUALIFICATIONS 


Industr 


y Respondents 


Number Assigning 


Given Importance 


Rank Order 


Marketing 


Weighted Research 


Major 


Average 


Minor Average* Course 


Industry 


Ability to recognize and define problem 116 

Skill in interpretation and analysis 114 

Ability to write clearly and correctly 108 

Ability to create confidence in findings 101 

Ability to use techniques appropriate to 
problem 


Accuracy in handling figures 

Familiarity with types and sources of data 
Ability to develop hypotheses 

Capacity to sell research 

Research administrative ability 


Skill in questionnaire construction 
Competence in evaluating research services 
Ability to use statistical methods 

Skill in interviewing 

Ability to design samples 


Skill in analyzing distribution costs 
Competence to supervise interviewers 
Ability to select and hire interviewers 


2.93 
2.91 
2.84 
2.82 


2.74 


* Weights are: major—3; average—2; minor—1. 


fications from the point of view of the 
marketing research course. 

The second difference between the two 
groups lies in the, surprisingly perhaps, 
lesser importance attached to statistical 
methods and associated techniques by the 
industry researchers. Even such skills as 
“ability to use techniques appropriate to 
problem” and “ability to develop hy- 
potheses” receive considerably less em- 
phasis from the industry people than from 
the teachers. Here, again, the different 
perspectives from which the two groups 
ranked these qualifications may well ac- 
count for the apparent disagreement. 
Techniques and particularly ability to de- 
velop hypotheses are basic features of the 
marketing research course, whereas they 
are likely to be of lesser importance from 
an over-all educational or employment 
point of view. 


First Tasks in Research Jobs 


Although general thinking and com- 
munication abilities are listed as the most 
important qualifications in marketing re- 
search practice, the tasks that would oc- 
cupy a person in his first year in a research 
department after receiving his Bachelor's 
degree would be largely routine and con- 
cerned mainly with techniques. Thus, the 
ten most frequent and the ten least fre- 
quent tasks marked off on a check list are 
shown below. The numbers in paren- 
theses indicate in percentages what pro- 
portion of the 123 respondents checked 
each task. 


Most Frequent 


Collect secondary data (89) 
Construct graphs (78) 
Tabulate results (78) 
Direct clerical work (66) 


906 
5 2 1 
7 2 3 
18 1 ll 
18 2 6 
26 8 | | 2 
78 41 4 2.60 12 
74 46 3 2.58 5 
67 42 12 245 4 
64 40 17 2.39 15 
55 58 9 2.38 14 
53 44 26 222 11 7 
41 54 26 2.12 12 « 
33 68 22 2.09 13 10 
$3 39 50 1.86 14 13 
; 20 62 39 1.84 15 9 
; 15 58 46 1.74 16 16 
21 34- 68 1.62 17 18 
9 $1 77 1.42 18 17 
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Edit returns (63) 
Informal interviewing (63) 
Write preliminary drafts (63) 
Code questionnaires (62) 
Test questionnaires (60) 
Field interviewing (57) 


Least Frequent 


Solicit new business (1) 

Present reports to management (8) 
Establish sales quotas (12) 

Write final drafts of reports (14) 
Plan projects (15) 

Design samples (17) 

Fconomic analysis (20) 

Supervise project production (24) 
Analyze media reports (32) 
Construct questionnaires (40) 


This is not inconsistent with the in- 
dustry researchers’ answers to the previous 
question on which more of a long-run per- 
spective may have been taken. However, 
these answers do serve to point to the wis- 
dom of emphasizing techniques in the 
marketing research course more than 
might otherwise seem to be the case. 
These answers may also raise the question 
whether technical writing ability may be 
receiving insufficient attention in market- 
ing research courses, as nearly two thirds 
of the industry respondents indicated a 
need for this ability in one’s first year of 
employment. 


Areas of Specialization 


Little more than half the respondents 
mentioned marketing as a required area 
of specialization for a career in marketing 
research, in many ways a surprisingly low 
figure. Statistics was mentioned by 36 per 
cent, economics by 28 per cent, and a 
general liberal arts education (including 
mathematics) by 24 per cent. In the latter 
category, frequent mention was noted of 
the need for training in English and in 
mathematics. 


Liberal arts received most frequent 
mention (41 per cent) as a required minor 
area of specialization. Statistics and eco- 
nomics, listed by 29 per cent and 20 per 
cent of the respondents, respectively, were 
the only other two areas noted with much 
frequency. 


Degree Requirements 


Only a Bachelor's degree is required for 
employment in the marketing research 
departments of slightly over four fifths of 
the respondents, a Master's or MBA de- 
gree in 8 per cent, and a Ph.D. hardly at 
all. At the same time, a Master's degree 
was considered “very useful” by nearly 
two thirds of the respondents and a Ph.D. 
by 38 per cent. 

In evaluating the significance of these 
replies, the fact that some of the questions 
were couched in terms of beginning work 
in the field might be kept in mind. At the 
same time, it is interesting to note that 
nearly half of the respondents had Mas- 
ter’s degrees, while only 5 per cent had 
gone as far as the Ph.D. 


Courses of Value 


The value of different courses to mar- 
keting researchers, in the judgment of the 
respondents, is shown in Table IV." For 
comparative purposes, this table also 
shows the number of respondents who had 
taken cach course and provides rankings 
of both the value of each course and of 
the number of respondents who had the 
course. Needless to note, the courses in- 
cluded in this table do not cover the 
entire range; rather, an attempt was made 
to list only the principal course likely to 
be considered by students interested in 
marketing research. 

Considering the relatively low im- 

*“On the basis of your experience in the field, 
please rate the following courses in terms of their 
value to students of marketing research. Also, please 


indicate below which of th» courses you have had 
yourself.” 
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Taare lV 
IMPORTANCE OF DirFeRENT Courses FOR MARKETING RESEARCH 


Number Ranking Course As 


Relative Ranking 


V 
Valuable 


Course 


Valuable 


Number Number 
Little Having Value of Having 
Value Course Course Course 


Statistical analysis 


English composition 91 27 
Marketing principles 90 24 
Economic principles 71 43 
Speech 63 36 
Advertising research 59 38 
Sampling 59 49 
Sales management 55 42 
Business management 52 61 
Accounting principles 52 43 
Advertising principles 50 48 
Industrial marketing 48 43 
Logic 43 54 
General psychology 40 6t 
Social psychology 36 53 
Retailing 37 48 
Business cycles 35 56 
Salesmanship 35 50 
Wholesaling $2 51 
Advertising media 30 52 
Sociology 27 54 
Finance 25 56 
Cost accounting 16 52 
Calculus 14 $2 
Time and motion study 5 26 


Foreign trade 0 23 


1 1 

0 112 2 

4 4 4 

5 110 4 2 

83 5 6 
12 33 6 23 
10 49 7 4% 
14 64 12 

5 77 9 9 
23 90 10 5 
16 67 
15 47 12 18 
14 38 18 20 
16 79 14 
18 35 15 21 
28 48 16 161% 
21 68 17 10 
26 48 18 1614 
26 33 19 23 
26 30 20 25 
29 60 21 13 
34 81 22 7 
42 41 23 19 
61 49 24 4% 
76 25 25 26 
80 33 26 23 


value” by 1. 


portance attached to techniques, it seems 
somewhat surprising to find statistics at 
the head of the list in Table IV. The fact 
remains, however, that the two other 
“techniques” courses in this list—adver- 
tising research and sampling—also re- 
ceived high ratings, which would seem to 
indicate that techniques courses in gen- 
eral are likely to prove very useful to a 
student in marketing research. 
Noteworthy also is the inclusion of 
English composition and of speech among 
the five most valuable courses. Ability to 
communicate appears clearly to be second 
in importance only to ability to think and 
analyze for a person seeking a marketing 
research career in industry. 


* Based on a weighted average computed by weighting “very valuable” by 3, “valuable” by 2, and “little 


Comparison of the relative rankings of 
the courses by value and by the number 
having it provides a rough measure of 
what may be called “relative need” for dif- 
ferent courses by the respondents. Rough 
as this measure may be, the comparison 
indicates clearly a number of courses 
which rate much higher in value than in 
the frequency with which the respondents 
had taken them, namely, advertising re- 
search, sampling, industrial marketing, 
logic, and social psychology. At the other 
extreme are courses which did not appear, 
by hindsight, to be as useful in research 
relative to the frequency with which they 
were taken. These include calculus, fi- 
nance, sociology, and business cycles. 
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Taste V 
Courses OF PARTICULAR VALUE IN MARKETING Research Work 


Respondents Mentioning Course As 


Particularly Helpful 


Course or Subject Per cent 


Wishing They Had Taken Total 


Per cent Per cent 


Statistics 


Marketing 48 
Psychology i8 
Economics $1 
Marketing research 23 
English composition 27 
Accounting 24 
Management 16 
Mathematics 
Advertising 13 
Philosophy 6 
Sociology 5 
Engineering 5 
Other business courses 24 


Other liberal arts courses 


No course mentioned 


92 

24 72 
28 46 
5 36 
12 35 
4 $1 
6 80 
13 29 
15 26 
12 25 
12 18 
12 17 
4 9 
39 


30 


However, these may well be rather fine 
distinctions, for all but three of the 26 
courses listed received more frequent 
mention as “valuable” or “very valuable” 
than as of “‘little value.” 

Reinforcing the relative value of differ- 
ent courses in Table IV are answers to 
two open-end questions, one on the 
courses which proved particularly help- 
ful in practical work and the other in- 
quiring about courses which the respond- 
ent did not have but wishes he had taken. 
Although information was requested re- 
garding specific courses, most respondents 
mentioned general subjects, and it is in 
this sense that the data in Table V are 
presented. Statistics again leads the re- 
sponses, both as the most useful course 
(or subject area) and also as the subject 
most respondents wish they had taken. 


Coverage of Marketing Research Course 


The question which came nearest to 
being duplicated in both questionnaires 
was the one on the degree of importance 
that should be assigned to various topics 
in marketing research courses. Even here 


the orientation of the question had to be 
slightly different, though the check list of 
topics presented was the same. On the in- 
dustry questionnaire the question was 
couched in terms of a one-semester course 
in marketing research,® while the teachers 
were asked to rate the importance of the 
various topics separately for each market- 
ing research course offered. The teacher 
ratings in Table II refer, as noted before, 
only to the introductory course. At the 
same time, these differences in orientation 
may have had only slight effect on the two 
sets of ratings because the introductory 
course is invariably a one-semester course 
and because the teacher ratings of the 
topics for the advanced courses, where 
they exist, are very similar to their ratings 
of the topics in the elementary course!'® 
To judge by the data in Table VI, 
*“Listed below are the topics that might be in- 
cluded in a one-semester course in marketing re- 
search. Please indicate the degree of emphasis you 


would give each topic if you were presenting the 
course.” 


“The main difference is somewhat greater em- 
phasis on techniques in the advanced courses, par 


ticularly on sampling and on consumer market 
analysis. 
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there is on the whole fairly good agree- 
ment between the industry people and the 
teachers on the relative importance of the 
various topics in the marketing research 
course. As with the teachers, over-all ap- 
proaches toward defining and solving 
problems and interpreting results receive 
primary emphasis. More specialized skills 
are accorded positions of lesser impor- 
tance as is the study of research in most 
specific subject areas. Indicative of this 
generally high agreement is the fact that 
the coefficient of rank correlation between 
the two rankings comes out to be .g15, so 
that about 84 per cent of the variation in 
one series is associated with that of the 
other." 

Notwithstanding this close association, 
there are major areas of disagreement be- 
tween the two sets of ratings. Largest of 
all is the low importance attached by in- 
dustry people to motivation research rela- 
tive to the ratings of the teachers. Other 
topics evidently receiving undue empha- 
sis relative to industry opinion are re- 
search agencies and their services, product 
and package research, and supervision of 
field work. 

At the other end of the scale, report 
writing, sales forecasting, sales operation 
research, and presentation and coordina- 
tion of research to management were sub- 
stantially underemphasized by the teach- 
ers compared with the high importance 
attached by industry to these areas, both 
absolutely and relatively. Once again, this 
highlights the importance of the com- 
munication problem to industry. 


OVER-ALL EVALUATION 


General intelligence, problem-solving 
ability, and ability to communicate ef- 
fectively both orally and in writing appear 

* Almost identical results are obtained if the two 


sets of weighted averages are correlated instead of 
the rankings. 


to be the qualifications desired in research 
personnel. In accord with this viewpoint, 
the industry researchers placed heavy em- 
phasis on business research and statistics 
courses on the one hand and on speech 
and English composition courses on the 
other hand. 

The need for such background courses 
as principles of marketing, principles of 
economics, and principles of advertising 
is also well recognized. However, it is clear 
from the answers and comments on the 
questionnaires that, in the opinions of 
most of the respondents—once beyond 
the elementary level—the student would 
be well advised to concentrate on “‘think- 
ing” techniques and (personal) communi- 
cations courses insofar as possible. Thus, 
in answer to an open-end question on how 
the universities might better train re- 
search people, 45 respondents indicated a 
need for greater emphasis on developing 
thinking and problem-solving abilities. 
None mentioned a need for greater 
knowledge of business operations, al- 
though 22 respondents suggested the de- 
sirability of a broader background in 
liberal arts courses. 

Marketing research teachers and indus- 
try researchers also agree fairly well on 
the general content of the marketing re- 
search course as being oriented mainly 
toward scientific method and basic prob- 
lem-solving techniques rather than as a 
vocational training program. The princi- 
pal area of disagreement appears to lie in 
the underemphasis accorded to communi- 
cation of research findings by the teachers. 
At the same time, to judge by the needs of 
industry researchers, motivation research 
may be overemphasized in the marketing 
research courses and not enough atten- 
tion, in a relative sense, given to sales 
analysis and sales forecasting. 

The fact that general agreement may 
exist on the orientation and coverage of 
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the course does not necessarily indicate 
industry researchers’ satisfaction with the 
course. For one thing, no attempt was 
made to assess the quality of instruction. 
For another, answers to the open-end 
question on how universities might better 
train researchers elicited a number of 
comments on the approach followed in 
the marketing research course. These 
comments fell into two main categories— 
need for a broader basis of instruction in 
the course, apparently reflecting once 
more the desires for people with more of 
a liberal arts background, and need for 
more practical experience in the field. In 
the latter connection, a number of respon- 
dents suggested the desirability of supple- 


menting the course with field work or 
summer employment. 

If this survey has accomplished any- 
thing, it is to highlight the need for re- 
examination of the scope and content of 
the marketing research course and, in the 
large universities, of the curriculum for 
research majors. The mere fact that dis- 
agreements may exist here and there does 
not necessarily indicate a revision of the 
content of these courses since, as noted 
previously, the marketing research courses 
must cater to a variety of needs. Neverthe- 
less, the results may well highlight certain 
techniques and perspectives worthy of 
greater emphasis in the teaching of 
marketing research. 


NATURE OF THEORY 


am completion of a comprehensive 
work on marketing theory by Wroe 
Alderson? seems an appropriate occasion 
to review the aspirations and promise of a 
theoretical approach to marketing. There 
seems to be much misunderstanding 
about the nature of theory in general and 
that of marketing theory in particular, 
and this paper seeks to shed some light on 
these matters. 


“Theory” in Popular Language 


Words mean different things to differ- 
ent people and there is little point in argu- 
ing definitions. But meaningful discus- 
sion is only possible if the connotation of 
a word is the same to all who employ it. 
This has not been the case in the use of the 
word “theory,” which means one thing to 
the layman and something entirely differ- 
ent to the theorist. As a result, the public 
has a distorted view of the goals and meth- 
ods of theoretical research. 

In common parlance “theoretical” is 
taken to be a contradictory either of “fac- 
tual” or of “practical.” “A theory” is the 
term often used to denote an allegation of 
fact for which no evidence has been pre- 
sented. Unverified statements about the 
chemical composition of some compound, 
or about the behavior of some group of 
Australian aborigines, or about the nature 
of the so-called “canals” on Mars are all 
likely to be labeled theories. However, in 


* This paper has its origins in a talk delivered 
before the Marketing Theory Seminar at Burlington, 
Vermont, which was held during the week of Au- 
gust 27, 1956. 

? Wroe Alderson, Marketing Behavior and Execu- 
tive Action (Homewood, Illinois: Richard D. Irwin, 
Inc., 1957- 
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the literature of scientific method, the 
statement, “the canals on Mars contain 
water,” has nothing to do with astronomi- 
cal or biological or any other theory. 
Rather, such an assertion would be re- 
ferred to as an “unverified hypothesis.” 

The distinction is no mere quibble. A 
hypothesis is a pure question of fact while 
theory, to the theorist, is concerned with 
explanation. The Martian canal hypothe- 
sis is either true or false and its validity 
can be settled one way or another by the 
first space ship to return from Mars, 
should one ever succeed in making the 
trip. Final disposition of the question on 
the Australians may be even simpler and 
may be contingent only on the financing 
of an anthropological expedition by one 
of the foundations. With theory, as we 
shall indicate presently, the question of 
verification is not so simple. 

There is also a second common use of 
the term “theory,” characterized by the 
frequently encountered statement: “That 
may all be very well in theory, but when 
we get down to practical matters. 
Of course, most theorists prefer to believe 
that their work can be immensely helpful 
to the practical man. Whether this is 
likely frequently to be the case, the reader 
must judge for himself from the sequel. 
At this point we only recall the rather 
hackneyed illustrations which are usually 
employed to show that in some Cases at 
least theory can have enormous practical 
implications. We have often been re- 
minded that the well-publicized develop- 
ments in electronics and atomic energy 
would not now be possible without the 
work of the theoretical physicists. Even 
Edison's work, which itself was totally de- 
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void of theory, depended heavily on ear- 
lier theoretical results which by his time 
had become part of the standard equip- 
ment of the technician. 


“Theory” as Used by the Theorist 

Roughly, the theorist uses the word 
“theory” to mean “systematic explana- 
tion.” A theory is a structure which de- 
scribes the workings and interrelations of 
the various aspects of some phenomenon. 
Philosophers tell us that the word “ex- 
planation” has a great variety of mean- 
ings, but this need not concern us here. 
We can avoid this expository difficulty 
by describing in some detail what the 
theorist seeks to do. 

Fssentially, his procedure involves the 
examination of some aspect of reality and 
the construction of a simplified small-scale 
model which behaves in at least some ways 
like the phenomena under observation. 
‘The analyst can understand and trace out 
the workings of his model while reality is 
far too complicated and chaotic for this 
to be possible. In practice a particular 
day's demand for refrigerators may be con- 
ditioned by a family quarrel in Abilene, 
a case of mumps in South Bend, and the 
statement of a tea-leaf-reading gypsy to 
one of her clients in Jersey City. It is hope- 
less to seek to take all of these considera- 
tions into account in an investigation of 
the appliance market. Instead, one deals 
with a simplified make-believe market in 
which consumer demand is conditioned 
by income, advertising expenditure, and 
a few other variables. 

This method is well established in the 
natural sciences. The physicist cannot 
predict just what path will be followed by 
a real automobile left free to roll down 
a real hill or the time a real chestnut will 
take to pop in a real fire. He can only tell 
us what will happen in the artificial cir- 
cumstances described by a controlled ex- 
periment, where the elements carefully 


held constant in the laboratory are the 
aspects of reality from which his simpli- 
fied model abstracts. Once he steps out of 
the laboratory, his conclusions must be 
treated with extreme caution. That is why 
the salaries of test pilots are high! 

Basically, the need for theory arises be- 
cause facts unfortunately do not speak for 
themselves. An inflationary movement in 
prices or a fall in the sales volume of a shoe 
manufacturer is compatible with a variety 
of hypotheses. Facts supply us with cor- 
relations, not with structural relation- 
ships. At times all of us are prepared to 
reject conclusions which appear to be im- 
plied by the facts because these conclu- 
sions conflict with the rudimentary the- 
oretical structures which we implicitly 
accept. For example, no one ever treated 
seriously, as an explanation of prosperity 
and depression, the statistics which 
showed that at least for a time there was a 
high correlation between the level of na- 
tional income and the height of feminine 
skirt hems. None of the theories of the 
business cycle to which we more or less 
unconsciously adhere allows for dictation 
of the level of America’s industrial activ- 
ity by Christian Dior. 

Perhaps a better example is the rela- 
tionship between interest rates and indus- 
trial construction. Statistics show that 
they tend to go up and down together and 
apparently imply that a rise in interest 
rates encourages the appearance of new 
factories and equipment. But economic 
theory usually denies this violently and 
argues plausibly that a rise in the cost of 
borrowing increases the businessman's 
construction costs and serves to deter this 
type of investment. The economist then 
accounts for the observed fact by pointing 
out thata third variable enters in and con- 
fuses matters. When national income is 
high, construction is profitable and the 
demand for funds to finance it raises inter- 
est rates. Which version of the facts is cor- 


rect, we may never be sure, but the recent 
reaction of businessmen to Federal Re- 
serve tight-money policies lends credence 
to the view that high interest costs are no 
stimulus to the creation of industrial capi- 
tal goods. 

We see then that since the facts them- 
selves are silent, theory must be invented 
to describe their workings. If we desire to 
understand the structure of reality, we 
desire theory in the sense the theorist em- 
ploys the term. This does not mean that 
nontheoretical research is undesirable or 
even less desirable than the work of the 
theorist. Their purposes are different— 
one supplies the data; the other, the ex- 
planations. 


Illustration: An Empirical and a Theo- 
retical “Law” 


As an example of an empirical result 
in marketing, let us consider “Reilley’s 
law.” As originally formulated, this states 
that “Iwo cities attract retail trade from 
any intermediate city or town in the vi- 
cinity of the breaking point, approxi- 
mately in direct proportion to the popula- 
tions of the two cities and in inverse 
proportion to the square of the distances 
from these two cities to the intermediate 
town.’ 

When Reilley presented this result, he 
marshaled an impressive array of market 
data in its support but made no attempt at 
systematic explanation. The assertion was 
nevertheless useful and illuminating to 
marketing men. 

Let us compare this with a somewhat 
related theoretical result which we owe to 
Fetter.4 Consider two manufacturing cen- 
ters A and B which produce a similar 
product at different unit costs. If they 

* William J. Reilley, The Law of Retail Gravita- 
tion (New York: Pilsbury Publishers, 1991), p. 9. 
* Frank A. Fetter, “The Economic Law of Market 


Areas,” Quarterly Journal of Economics, vol. 


XXXVIII, May 1924. 


ON THE ROLE OF MARKETING THEORY 415 


both pay the same cost of transportation 
per mile, what is the borderline between 
the territories that will be served by A and 
B? The answer is that if goods are sold at 
cost plus the same percentage markup, 
and customers buy from the man who sells 
most cheaply, the borderline will be a 
hyperbola whose formula is easily written 
down by a freshman mathematics stu- 
dent. For at every point, X, of equal price 
(cost), the difference between the distance 
of X to A and that of X to B will just make 
up for the difference in manufacturing 
cost at the two centers. In other words, 
there will be a constant difference be- 
tween the distance of a point on the bor- 
derline to A and the distance from the 
point to B. But in analytic geometry, a hy- 
perbola is defined as the locus of all points 
the difference in whose distances to two 
fixed points is a constant, and Fetter's con- 
clusion follows at once. 

Let us now see what the theoretical re- 
sult does and what it does not do. Because 
we understand its workings we can easily 
see how the conclusion is affected by 
changes in the circumstances. If transpor- 
tation cost is not strictly proportioned to 
the distance a cargo is carried, or if the 
pattern of pricing is not simply cost plus, 
or if in some other way the situation is 
known to differ from that postulated in 
the derivation of the original theorem, it 
may not be difficult to modify the analysis 
to take this into account. Should there be 
a proposed change in railroad rate struc- 
ture, we could in advance examine the 
nature of its effects on competitive market 
areas with the aid of this theoretical anal- 
ysis. Here, an empirical generalization 
would be of very little help because this 
can only tell us how things stand. Since it 
offers no clue as to how things work, it 
cannot tell us what will happen under 
changed conditions until after the change 
occurs and its results are observed. This, 
then, is a major advantage of the theo- 
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retical construct. It can help us in this way 
because it permits us to understand the 
structure of the situation. 

On the other hand, the empirical law 
is—as a result of the way in which it is de- 
rived—virtually certain to be in closer 
agreement with the facts. Ihe empirical 
law states the facts. The theoretical law 
describes not the facts, but a simplified 
model which at best only approximates 
them fairly well. We have said that a dis- 
tinguishing feature of a factual hypothesis 
is that it is either right or wrong. By con- 
trast, we may assert that a theoretical con- 
struct is sure to be more or less wrong in 
that it oversimplifies and hence distorts or 
omits some aspects of the circumstances 
under investigation. 


Characteristics of “Good” Theory 


Though all theory is in this sense 
wrong, it is not all of one quality. One 
piece of theoretic work is considered 
more successful than another. To account 
for this difference, we may list some of the 
desiderata of a theoretical model: 

(1) ‘The model should be a sufficiently 
simple version of the facts to permit sys- 
tematic manipulation and analysis. This 
means that a more realistic model may 
often be a poorer model. It is, of course, 
always desirable to make a model more 
realistic if this can be done without seri- 
ously complicating the investigation. 

(2) On the other hand, the model must 
be a sufficiently close approximation to 
the relevant facts to be usable. How close 
an approximation is necessary and which 
facts are relevant depend, of course, on 
the problem under investigation. It fol- 
lows, and this cannot be overemphasized, 
that a model which is appropriate for the 
examination of one problem arising out 
of a given set of circumstances may be 
totally useless and even misleading for the 
investigation of another problem arising 
out of these same circumstances. 


How difficult it is to find a theoretical 
model which acceptably meets these two 
criteria is partly a matter of luck. Some 
problems may just be so complicated that 
any model which is sufficiently simple to 
be analytically useful must be too gross a 
misrepresentation of the situation which 
it seeks to describe. This observation is 
sometimes advanced as a partial explana- 
tion of the less than spectacular progress 
that has characterized the social sciences. 

It is worth mentioning one more fea- 
ture to be desired of a theory: 

(3) Its conclusions should be relatively 
insensitive to changes in its assumptions. 
An example which comes to mind is a 
pricing recommendation which was made 
to a client on the basis of an operations 
research analysis. The relevant cost data 
were not unambiguously indicated by the 
accounting records, so a wide variety of 
cost assumptions was investigated. It was 
shown that these had little effect on the 
computed optimum price—and the rec- 
ommended price structure could conse- 
quently be regarded with considerably 
greater confidence. The basic point is that 
the assumptions of a model are never 
more than approximately valid, and if 
the structure of a model is such as seri- 
ously to magnify errors, this inaccuracy 
in the premises is likely to be translated 
into thoroughly undependable conclu- 
sions. 


Is There a Place for Marketing Theory? 


Even when it is granted that theoretical 
work can play a useful role, questions are 
sometimes raised about the possibility of 
a distinctive marketing theory. It is 
pointed out that the problems of market- 
ing now fall under the purview of various 
fields, including psychology, sociology, 
and economics, each of which already has 
developed a considerable body of theory. 
This is true, but it is not entirely relevant. 
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Pursued to its limits, this argument might 
have economics and sociology as branches 
of psychology; the latter, in turn, might 
be labeled a field in biology; and all the 
sciences might end up reclassified as phys- 
ics. It seems to me that economics and 
psychology may more usefully be taken to 
provide some bricks for the construction 
of marketing theory rather than consti- 
tuting its sum and substance. The differ- 
ence between two disciplines often lies in 
the point of view with which they view 
the same subject. Clinical pathology 
which makes up so much of the psycholo- 
gist’s subject matter is of little interest to 
the marketing man whose attention is 
focused more on the behavior of groups 
than of the individuals which constitute 
them and on behavior which is in some 
sense normal. ‘Che appropriate choice of 
theory is, as I have emphasized, a matter 
of the problem in which the investigator 
is interested. It must surely be admitted 
that marketing has its special problems 
and may, therefore, well find it useful to 
develop further its own body of theory. 


The Functionalist Approach to Market- 
ing Theory 

The application of some of these cri- 
teria for theory is exemplified in the 
recent book by Wroe Alderson, which 
bears the subtitle “The Functionalist 
Approach to Marketing Theory.” While 
it is rich in insights drawn from ex- 
perience, it cannot be characterized as a 
description of marketing processes and in- 
stitutions. It does not pretend to create 
a comprehensive new model for the 
marketing mechanism. Attainment of 
such a goal would be too much to expect 
of a pathbreaking work in any young dis- 
cipline, But the book succeeds entirely in 
its more modest purpose: the provision of 
perspectives for model building directed 
either toward general interpretation of 


marketing or the solution of individual 
problems. 

The fundamental theme of the book is 
problem solving in marketing, regarded 
as a function of organized behavior sys- 
tems. The behavior system is said to func- 
tion as if it were pursuing inherent goals 
of survival and growth, although it is 
recognized that the vital urge apparent in 
the system rests on the expectations of the 
individuals who participate in its activi- 
ties in the effort to realize their own ob- 
jectives. 

The author describes his viewpoint as 
“functionalism” because he begins with 
an examination of the way in which or- 
ganized groups function in continuous 
adjustment to an operating environment. 
The focal point of interest, however, is in 
the problems of adjustment which arise 
to threaten the security of the system and 
which must be solved to maintain or en- 
hance its efhiciency. The problem which 
faces the executive responsible for mak- 
ing a decision on behalf of any system lies 
in the uncertainty of success of any course 
of action which he chooses to adopt. Prob- 
lem solving is the attempt to reduce un- 
certainty to tolerable limits so that action 
can be taken. 


The author points out that uncertainty ~ 


in marketing springs in part from the rad 
ical heterogeneity on both the demand 
side and the supply side of the market and 
from the stream of innovations which 
produce heterogeneity over time. The 
market mechanism undertakes to match 
each segment of demand with the appro- 
priate segment of supply. Matching is dif- 
ficult since the parties to be brought to- 
gether are separated by distance and by 
lack of knowledge and contact. From the 
viewpoint of the agencies engaged in 
marketing functions, this may be de- 
scribed as the matching of opportunity 
with effort. Fach segment of demand is 
potential opportunity for some supplier 
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and all supply can be regarded as produc- 
tion and marketing effort expended to 
satisfy demand. 

The matching of supply and demand is 
carried on through the shaping, fitting, 
and sorting of goods and services. Sorting 
in its various forms is held to be the es- 
sential marketing process and is taken to 
include allocation or the breaking down 
of supplies and assorting or the building 
up of assortments. Efficiency in produc- 
tion requires the development of market- 
ing intermediaries to deal with sorting 
and related functions. Efficiency in 
marketing requires routinization of trans- 
actions and the development of special- 
ized marketing channels. 

The book reminds us that the structure 
of marketing agencies is constantly chang- 
ing in response to changes in the scale and 
character of the marketing job to be done. 
The dynamics of this process arise from 
the economics of differential advantage. 
Every vigorous competitor is constantly 
engaged in trying to gain an edge over his 
rivals. One way to gain a differential ad- 
vantage in the performance of a market- 
ing function is to be better organized to 
perform it. Freedom to compete includes 
freedom to organize the market. The 
most crucial function of all is the creation 
of structure through which to function. A 
marketing executive is not only con- 
cerned with action but with capacity for 
action. He follows the power principle in 
making decisions, which means that he 
acts in such a way as to promote the power 
to act. 

The book also illuminatingly pictures 
consumers as coming into the market to 
solve problems and to reduce uncertainty 
as to the realization of their anticipations. 
Household commodity inventory assort- 
ments are created to meet future occa- 
sions of use, taking account of both the 


relative importance of these occasions and 
the probability of their occurrence. The 
housewife, too, makes executive decisions 
in her capacity as purchasing agent for the 
household. In a sense, her task is more 
complicated than that of the business ex- 
ecutive since the family, which is her 
operating environment, is the principal 
setting for the congenial (inherently 
pleasant) behavior which is presumed to 
be the end and aim of all instrumental be- 
havior including shopping. The seller can 
solve his problems only by helping buyers 
to solve their problems. The recognition 
of the consumer buyer asa problem solver 
is perhaps the most novel and character- 
istic aspect of this view. 

Marketing theory in this version ac- 
cepts the basic assumption of rational be- 
havior posited in classical economics. It 
attempts to place rational problem solv- 
ing in a broader theory of behavior de- 
rived from psychology and sociology. In 
addition to distinguishing between in- 
strumental and congenial behavior, this 
theory recognizes a third category of 
symptomatic behavior springing from 
maladjustment. Yet, rational problem’ 
solving remains the central concept inso- 
far as the book is truly theoretical. To the 
extent that it permits deductions about 
market behavior, they must rest on this 
concept. Since conscious and deliberate 
problem solving does not presumably oc- 
cupy a large part of the time of either ex- 
ecutives or housewives, a book with this 
emphasis can scarcely be regarded as real- 
istic description. To justify its claim as a 
beginning step in marketing theory, it 
does not have to mirror reality in all its 
complexity. The test will be whether it 
can fulfill its promise as a means of in- 
terpreting “market behavior and execu- 
tive action” and for giving direction to 
further research. 
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THE DECISION RANGE AND 
SENSITIVITY ANALYSIS 


O NE of the most important techniques 
of operations research has yet to 
make its full impact upon practitioners 
in the field. This technique, which will 
be referred to as sensitivity analysis, takes 
into account the manner in which de- 
cision rules change, given slight altera- 
tions in the values of the parameters that 
are used in the models of behavior. 


The Decision Range 


Numbers are useful but oftentimes po- 
tentially hazardous abstractions. Models 
of behavior which give decision rules are 
useful but at times deceptive representa- 
tions of reality. If not used carefully, 
“good” decision rules based on meaning- 
ful and accurate data and meaningful 
models of behavior can have severely dis- 
rupting effects upon the profitable opera- 
tion of businesses. In the article that 
follows, marketing situations will be de- 
scribed in which it is more fruitful for a 
decision maker to think in terms of a de- 
cision range rather than in terms of a 
single-valued decision parameter. 

The examples will be descriptive 
rather than analytical in any formal math- 
ematical sense. It is fair to state that at- 
tempts at a mathematical formulation of 

* Parts of the research described in this paper were 
supported by a grant from the Sloan Research Fund, 
School of Industrial Management, Massachusetts 
Institute of Technology. The project is entitled 


“Exploratory Studies of Business Forecasting Tech- 
niques.” 


MATHEMATICAL MODELS, VALUES OF 
PARAMETERS, AND THE SENSITIVITY 
ANALYSIS OF MANAGEMENT-DECISION RULES' 


RICHARD B. MAFFEI 
Massachusetts Institute of Technology 


the sensitivity problem in many situations 
have not been outstandingly successful.? 
It is more than likely that sensitivity stud- 
ies will probably be made using high- 
speed computing machines rather than 
formal analytic methods during the next 
few years. The problems of analysis are 
formidable; the problems of description, 
rather more simple. 


Models of Behavior 


Scientific management, as it is being de- 
veloped and practiced by businessmen, is 
an inevitable consequence of a manifest 
need. As production and distribution be- 
come more complex, there is an ever-pres- 
ent and obvious need to rationalize busi- 
ness Operations in order to assure the 
efhcient allocation of productive re- 
sources. Haphazard arrangements of pro- 
ductive resources are not a characteristic 
of an industrialized and growing eco- 
nomic community. By definition, an in- 
dustrialized society has learned how to 
rationalize and economize its economic 
processes. It continually evolves better al- 
location techniques. 

Present-day attention—hinging on awe 
in some quarters—to model building is 
nothing more than a continuing attempt 
to systematize further business operations 
and the impetus to action, decision mak- 
ing. As models become more complex in 
their formulation and design, those who 

*As yet, for example, there is no way to specify 
exactly how variations in the technical coefficients 


in an input-output matrix affect the bill of goods, 
given the factor inputs 
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make and use them must be mindful of 
their limitations. 

Models of behavior are abstract repre- 
sentations of real environments. Models 
are “good” in a formal sense when they 
have predictive capacity and “bad’’ when 
they do not. Good and bad then are 
merely relative. Model builders often 
employ probability notions and take this 
notion into account. “Bad,” or subopti- 
mal, models are not unknown in opera- 
tions research. A model is good when it 
gives a good decision rule, not good be- 
cause it gives a decision rule. 


Business Information 


Business accountants and statisticians 
have long been aware of the inadequacies 
of much business information. Business 
economists have dwelt at length with 
some of the major problems and slowly, 
integrated data-processing systems are be- 
ing developed that yield up data that are 
useful for managerial decision making.* 
In the article that follows, we will assume, 
for the most part, that the data that we 
have are useful and reliable. 

This point should be made clear: Every 
number used in a model is an abstraction 
based upon an operational definition 
that is oftentimes not made explicit. As an 
example, many analysts using national 
income estimates in order to project eco- 
nomic activity are unaware of and, more 
important, often disinterested in the 
subtle though overridingly important 
philosophical problems that are at the 
heart of the definitional problem. 

The measure of income is largely de- 


*The shortcomings of business data collection 
methods and cost allocation procedures were dealt 
with at length by: Joel Dean, Managerial Economics 
(Englewood Cliffs, New Jersey: Prentice-Hall, Inc., 
1951); and B. E. Goetz, Management Planning and 
Control (New York: McGraw-Hill Book Company, 
1949). 


pendent upon what we mean by the “good 
life.” Asa more specific example, when an 
analyst asks for the variable costs associ- 
ated with the distribution of a given 
article—data that are used in linear pro- 
gramming methods today—does he know 
what the number measures, and, contrari- 
wise, what it dces not measure? If the 
variable costs are to be used to determine 
distribution routes, it is important to 
know whether there are errors of com- 
mission and omission and to take account 
of the differences formally. 


Data Collection and Processing 


When is it important to spend a great 
deal of money to develop an extensive 
data-collection system? When is it not 
necessary? What are the “important” de- 
cisions that face managers in a given in- 
dustry? How do the decision-making 
needs reflect back to determine what data 
should be available and what reliability 
should be obtainable? When is it impor- 
tant for a decision maker to have exten- 
sive information? Under what conditions 
is extensive information not so necessary? 

With ever-increasing attention being 
devoted to the development of integrated 
data-processing systems, oftentimes with 
high-speed machine applications in mind, 
these questions take on major importance. 
In this paper we will deal with a few rela- 
tively simple illustrations that will indi- 
cate how, in a few important decision- 
making situations, those questions might 
be answered or hinted at. The reader 
might do well to accept, tentatively, this 
position: Analysts can learn a great deal 
about the importance of the data-collec- 
tion problem in a given decision-making 
situation by studying the analytic formu- 
lation of their decision models and the 
sensitivity of the model to slight altera- 
tions in the values of parameters. 
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SOME MARKETING MANAGEMENT DECISION 
PROBLEMS 


A Plant-Location Illustration 


A plant-location problem for many in- 
dustries is primarily a market-orientation 
problem. A company in the New England 
area had outgrown its existing facilities, 
and its management seemed to feel that 
it was desirable to build additional new 
facilities. During the past two decades its 
midwestern and far-western markets had 
grown rapidly, but it was still shipping 
direct from its New England plant. The 
potential reduction in transport costs 
seemed to be of sufficient magnitude to 
guarantee substantial savings if the new 
facilities were built. But where to build 
was the question. 

Markets in the West had grown at dif- 
ferent rates, and company projections lent 
support to the belief that varying rates 
would persist over the next 15 years. 
These estimates were based upon projec- 
tions of population growth and consump- 
tion shifts in the various regions. The 
company had reason to believe that the 
growing markets would not absorb more 
output than the new plant could provide. 
Scale economies suggested that one and 
only one new plant should be built. How 
should the company approach its location 
problem? 

Assume for the sake of simplicity that 
the growth patterns in the m different 
markets can be represented by linear func- 
tions of the form 


—a,+b,t; bs > O(i = 1,2,...m) 


where y, is the consumption of the good in 
market i at time t, and b, represents the 
number of additional units of product 
consumed per year in market i. 

If the values of all the b, were zero, the 
location problem would be easily solv- 
able. Given the various transportation 


costs, a minimum-cost point could have 
been easily determined. But the b, were 
not zero and were, furthermore, different. 
Theirs was a dynamic location problem. 
It is apparent that if determination of a 
minimum-cost location were made for 
this year, next year, the year after, and so 
on, the minimum-cost location would 
change. If the management selected a loca- 
tion based on existing market consump- 
tion, it might make a decision that would 
result in increasing inefficiency over time, 
But the real question was not whether 
they would be making an error theoreti- 
cally (they most certainly would be), but 
whether they would be making an error 
that had a significant penalty attached to 
it. 

The point is simply this: if the costs of 
growing inefficiency tend to be large in 
the view of management, then the dy- 
namic shift in the minimum-cost location 
should be taken into account, ‘The “best” 
location might have been selected by tak- 
ing a 10- or 15-year average of annual con- 
sumption in the “m” different markets 
and using those values to substitute into 
the decision model. In the case where 
there are substantial shifts in the mini- 
mum-cost location as a result of the dy- 
namic character of the problem, it may be 
assumed that it is usually important to 
spend time and money on the collection 
and interpretation of facts. In a case where 
only moderate spatial shifts occur, such 
effort in all probability need not be ex- 


pended. 


A Sales-Forecasting Illustration 


The plant-location decision problem 
described above utilized the notion of the 
linear-growth function. For long-term 
projections this model has serious logical 
inadequacies. Fconomic analysts know 
very little about the theory of forecasting! 
We wish more were known because most 
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important management decisions are de- 
cisions that must be based upon guessti- 
mates about the future. Estimates related 
to events that happened yesterday are 
hampered by measurement tools at our 
disposal; estimates related to future 
events are guesses that must take into 
account the course of future events. 

When the analyst develops a model that 
is intended to predict behavior, he is 
adopting the role of a historical determi- 
nist. He is saying in effect that behavior is 
not haphazard. It is patterned! It is guided 
to some extent by the heavy hand of the 
past and the present. But how should 
models be built? What symbols should be 
incorporated and related? 

A difference in the approach to the 
formulation of models of behavior dis- 
tinguishes the operations analyst from the 
analyst whom Churchman classifies as a 
naive empiricist.* The operations analyst 
looks for the theoretical basis for his for- 
mulation, He attempts to relate symbols 
logically within a behavioral philosophy 
that employs the postulational method. 
The naive empiricist plots data and “‘fits” 
curves and studies variances uncritically. 
The operations analyst links theory and 
fact experimentally; the empiricist “‘fits”’ 
at worst and “experiments” at best. The 
analyst faces a difficult, if not impossible, 
task when he is asked by management to 
predict the pattern of sales growth in “m” 
different markets over a 10- or 15-year 
period. Management usually wants an 
unqualified estimate rather than a qualli- 
fied one. The analyst would like to say “if 
this and that occurs, then it follows that’’; 
managers want to know what will happen. 
Scientifically, though, the analyst had no 
recourse but to establish various “likely” 
alternative sets of assumptions and then 
to note how variable the decision criterion 

*C. W. Churchman, Theory of Experimental In- 


ference (New York: The Macmillan Company, 
1948). See, especially, Chapters IV and VI. 


is among the sets. He can in this way get 
sqme quantitative estimate of the range of 
error. It is most important too that he 
determine the “economic importance” of 
the diversity. 

Suppose that after a “most optimistic” 
and a “most pessimistic” forecast were 
made of sales, there was not too much dif- 
ference. Under these conditions the sales 
forecast might be used with fair assurance 
as a production- and inventory-planning 
basis. It might be wasteful for manage- 
ment to spend much time and effort to 
collect and interpret detailed informa- 
tion. Simple projection techniques and 
crude data might be employed. In a situ- 
ation where the reverse was true—that is, 
where sales forecasts using alternative 
methods and assumptions gave diverse 
results—management should spend time 
and money collecting information about 
its operations. Such diversity might sug- 
gest that the gamut of sales-promotional 
activities be studied. If stability and 
growth are company objectives, this situa- 
tion suggests that management needs to 
take a long hard look at its company’s 
policies and operations. 


An Optimum-Lot-Size Ordering Illustra- 
tion 

Theoretical developments in economics 
have stressed the central importance of 
investment and inventory policy at the 
level of the economy and the company. In 
this section we shall discuss one aspect of 
business inventory policy from the point 
of view of the salesman. 

The supplier of a part had always been 
asked to deliver to one of its most im- 
portant customers n* units of the part. 
This entailed difficulties for the supplier 
when planning production because of 
problems that were seasonal in character. 

The sales manager of the supplier knew 
that the customer's purchasing depart- 
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ment based its orders upon the optimum- 
lot-sized formulas.® The value n* was cal- 
culated by use of the following formula: 


where Y represents annual usage in units; 
S represents the cost of placing a single 
order; C represents the unit cost for the 
part to the customer; and I is a composite 
percentage charge that is supposed to 
measure interest on tied-up working capi- 
tal, risk, depreciation, obsolescence, etc. 

Total variable costs can be represented 
for any value of n by the formula 

Tvc= 
2 n 

It can be observed that as n increases, the 
first term on the right increases, but the 
second term on the right decreases; the 
reverse is true as n decreases. Thus it can 
be surmised intuitively that as n changes, 
TVC changes and that n* is that value of 

*See T. M. Whitin, The Theory of Inventory 


Management (Princeton: Princeton University Press, 
1953)- 


NUMBER 4 UNITS *§ PRODUCT 


n which minimizes total variable cost, 
TVC.* An important question can now 
be raised: How discriminating a value is 
the value n*? In Figure I above two 
curves have been drawn. Curve A repre- 
sents cost conditions for product A and 
curve B and cost conditions for product 
B. Assume, for the sake of simplicity, that 
n® is similar in both cases.*: * 

In the case of curves A and B, the 


* The formal derivation would proceed as follows: 
Cc 
TVC — “= () 


_a(Tvo)_ Cl _ SY 
dn ~ 


nant 


'The equation for total variable costs can be 
written as 


TVC = C,n 4 = from which it follows 


thatn® — \ 2 orn® = Vc Ifn,* isto 


equal ng®, this means that 

TVC, = A(TVC,) is the condition that must exist. 
* Note that in the ordinate the difference between 

the total variable cost and the minimum total vari- 

able cost is being plotted. ATVC— TVC— 

VCmis 
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optimum order occurs at the same value 
of n, namely n*. But is there a difference 
between A and B? Most assuredly! Curve 
A is “flatter” around the minimum than 
is Curve B.° If, for example, Kin*—where 
O<K,<1—were ordered by the pur- 
chaser, the total variable costs over and 
above the minimum total variable cost 
would be larger for product B than for A. 
The same would be true if K.n* items 
were ordered and delivered where 
Ke <@. 

If the values of the parameters combine 
to give a result similar to that for product 
A, the sales manager of the supplier could 
argue that for all practical purposes the 
optimal order size is not a point but a 
range of values, a decision range. Legiti- 
mate price concessions could theoretically 
be granted by the supplier if savings ac- 
crued to him as a result of greater flexi- 
bility in production and inventory plan- 
ning. In the case of product B, there is an 
obvious need for the customer to have 
good information about inventory and 
demand conditions. Incremental and 
total variable costs are very responsive to 
order quantities different from the opti- 
mum order size,n*, 


A Warehousing Illustration 


Many companies have been able to ap- 
ply successfully the principles of mathe- 
matical programming to the solution of 
many management-decision problems. 
One application that has been successfully 
applied by many companies concerns the 
distribution of goods from plants to ware- 
houses or from warehouses to markets at 
minimum transportation cost. 

By use of a special method, called the 
transportation method, such problems 


* Utilization of the notion of the radius of curva- 
ture at the minimum is one way to specify opera- 
tionally the degree of flatness. This rather advanced 
concept will not be employed here. 


can be solved. For example, suppose that 
a company has 10 warehouses and 56 mar- 
kets. This would generate a matrix of 
order 10 rows by 50 columns. There are 
500 “routes” available if we assume that 
goods flow in only one direction, from 
warehouse to market. There are trans- 
portation costs associated with the ship- 
ment of one unit over each route. These 
unit-transport costs differ over routes and 
this gives rise to an optimization problem. 
The traffic manager wants to minimize 
transport costs; the sales manager wants 
to minimize the time from order place- 
ment to delivery. In this case, these two 
objectives will be assumed not to be con- 
tradictory. Obviously, they might be. 

The basic assumption is that every mar- 
ket has its requirements, and every ware- 
house has its capacity and that these values 
are known. These facts act as constraints 
in the system. In the usual case, capacity 
in the long run must equal or exceed re- 
quirements in the long run. This condi- 
tion must be met if it is company policy 
to guarantee delivery. Formally, we may 
place an infinite cost on not delivering 
goods to market. 

Usually, in addition to transportation 
costs, there are other variable costs that 
must be incorporated into the cost matrix. 
If labor costs at origins and destinations 
differ, loading and unloading costs per 
unit will vary with the route. Consider 
these costs further. 

Within any cell of the cost matrix, we 
have the following unit cost: 


Ci; = thy; + |, +1, 


where t,; is the transportation cost that 
accrues as a result of shipping one unit 
from warehouse i to market j; |, is the 
loading cost per unit at the warehouse i; 
and |, is the unloading cost per unit at 
market j. 

Transportation costs can be assumed 
fixed and not subject to the control of the 
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company management. Loading costs are 
controllable. If t\; is very much greater 
than |, plus |,, then the solution (that is, 
optimal route pattern) to the transporta- 
tion problem will remain relatively fixed 
so long as requirements and capacities do 
not change. If, however, C,, is affected by 
changes in |, and |,, then the solution at 
one time may be very inefficient at an- 
other. 

In the former case, variations in loading 
costs would not have to be watched very 
closely. Attention might be devoted to a 
closer analysis of the transportation rate 
structure to make certain that the goods 
are properly classified and that the charges 
are proper. In the latter case, variations 
in loading and unloading costs might well 
become the subject of serious attention. 
The development of cost-control informa- 
tion might be an important project. 


Capital-Goods-Replacement Illustration 


Manufacturers and distributors of capi- 
tal goods watch one another's pricing and 
sales policies closely. When a customer is 
planning to replace a piece of worn-out 
equipment, and the planned replacement 
is costly, he will go to great lengths to find 
out about the cost characteristics of com- 
petitive equipment. Sales engineers are 
ever mindful of the customer’s interests. 
High-pressure salesmanship does not 
thrive in this environment. The customer 
wants performance and return on invest- 
ment. 

Naturally, any customer wants to be 
able to reduce the myriad complex con- 
siderations to a well-defined and articu- 
late decision procedure. Equipment selec- 
tion is complex, both technically and 
financially. The two problems must be 
considered simultaneously. 

The Machinery and Allied Products 
Institute has spent a great deal of time and 
effort developing an equipment-selection 


routine.’® While there are a number of 
serious difficulties with the method, we 
will assume that it is a sound procedure 
and use the essence of the method to study 
the problem of selection of a piece of 
equipment from among various alterna- 
12 

Briefly, the method can be described as 
a method that permits the user to select, 
first, one among many alternatives and 
then, second, the economic life of the 
piece of selected equipment. For every 
piece of equipment, an “income stream” 
is forecasted. As time goes on, the equip- 
ment needs to be maintained and re- 
paired; it also becomes obsolete. The an- 
nual income estimates shrink and may 
eventually become negative. Using a time- 
discount method, average annual earnings 
over a period t are calculated. This is done 
for periods ranging from one year to n- 
years—the physical length of life of the 
equipment. The optimal length of life 
(the economic life) of the equipment oc- 
curs where the average annual discounted 
earnings are a maximum, or, in the case of 
a cost-minimization problem, where the 
average annual discounted costs are low- 
est. 

Consider the problem of replacement 
by use of the MAPI method for two pieces 
of equipment with identical economic 
lives but different shapes of the cost func- 
tion. Figure II is very similar to Figure I 
except that rather than the number of 
units as the abscissa, time is now repre- 
sented. We will not concern ourselves 
with the difficulties in interpreting AC 


“Details of this technique may be found in 
George Terborgh’s Dynamic Equipment Policy (New 
York: McGraw-Hill Book Company, Inc., 1949) 

* Joel Dean, and W. Smith, “Has MAPI a Place 
in a Comprehensive System of Captial Controls?” 
The Journal of Business, vol. XXVIII, no. 4, October 
1955- 

Richard B. Maffei, “Capital Budgeting: An 
Overview,” Engineering Economist, Spring 1956, pp. 
9-20. 
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but will merely note that it is a cost differ- 
ence scale.'8 

in both cases A and B in Figure II, the 
economic lives are identical. But note the 
shape of the cost curves. In the case of 
machine A, the cost curve is very flat to 
the right of t*, the optimum economic 
life, and somewhat more steep to the left. 
Machine B has a very inclined cost curve 
to the left of t* and, while less inclined to 
the right, it is more inclined than the cost 
curve for A. 

It is probably true that the customer of 
either A or B would want to hold onto the 
machines for at least t* years. In this sense, 
A holds no advantage over B if there is fair 
certainty that neither will become tech- 
nologically obsolete between zero and t* 
years.'* To the right of t*, machine A has 
a clear advantage over machine B."° If a 

"The number scales on the ordinate in both Fig 
ures I and II are arbitrary and only appear to show 
the zero baseline and the arithmetic progression. 

"The MAPI method employs very rigid and 
static assumptions that do not really permit the in- 


clusion of an “obsolescence” adjustment. 
“It should be noted that we are not stating that 


manufacturer owned machine A, he 
might be willing to consider replacement 
at any time within the periodt* <t< Kt*. 
When to do it is a discretionary question 
for the management. Annual losses as a 
result of holding beyond t* are rather low 
if A is owned; rather more high if B is 
owned. It is wiser to think here about a 
decision range rather than a point. 

The salesman handling machine A 
would do well to point this out to the 
customer. Even though economic lives 
and, let us assume, return on investment 
are identical, there are differences. Ma- 
chine A gives uncertainty protection; 
machine B gives less. The relative shapes 
of the cost curves are important. 


CONCLUSIONS 


A Threshold Concept 


Within what range of values might we 
be indifferent? In the capital-budgeting 


it is better to buy A than B. This question must 
take into account return on investment. This ques- 
tion is not being dealt with here. 
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illustration, we noted that a decision 
range might be established rather than a 
decision point t*. Should the range have 
been wider, narrower, different? Obvi- 
ously, there is a point (or points) beyond 
which it would make a difference. This, in 
operations research, stands as an unsolved 
and unresolved problem. A theory of 
value is needed. We need to know the 
price that is being paid by deviating from 
a theoretical optimum, In essence, we 
need a theory of the value of information. 
Before we can determine decision ranges, 
we need a threshold concept. We need to 
know when it makes.a difference to do 
something different from the optimal 
strategy. 


Variations in Parameters and Errors of 
Measurement 


In this article, it has been assumed 
throughout that there were no measure- 
ment errors. Variations in the values of 
parameters were assumed among alterna- 
tive courses of action. Obviously, though, 
identical analyses can be made assuming 
errors in the values of parameters that 
define the characteristics of a single course 


of action. For example, in the case of the 
optimum-lot size, assume for the same 
product differences in the values of Y, S, 
I, and C were caused by errors of omission, 
commission, or of simple measurement. 
This kind of sensitivity analysis places a 
real weapon in the hands of the analyst— 
one that cannot be overlooked. 


Management Information and Models 


Growing interest by businessmen in the 
methods of model building, experimenta- 
tion, and integrated data-processing tech- 
niques makes it increasingly important to 
be mindful of the limitations and impli- 
cations imposed upon decision making by 
formal methods and conceptual deficien- 
cies of definitions. Decision tools dictate, 
in part, information requirements. Single- 
valued decision rules can be deceptive. 
We must learn to think about decision 
making in a way that takes account of the 
sensitivity of the model to differences in 
the values of parameters. Decision making 
must be construed as a science that dis- 
tinguishes the optimal-insensitive decision 
rule from the optimal-sensitive decision 
rule, 
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METHODS OF ESTIMATING DEMAND 


EDWARD R. HAWKINS 
The Johns Hopkins University 


USES AND METHODS OF ESTIMATION 


AcK of knowledge of demand curves 
& for particular commodities has been 
a troublesome problem for marketing 
practitioners and economists. Some econ- 
omists have felt that microeconomic price 
theory under conditions of monopolistic 
competition is of limited usefulness be- 
cause it is based on a false assumption of 
sellers’ knowledge of average revenue 
curves. On the other side, many market- 
ing men have summarily dismissed the 
teachings of economists on the grounds 
that the necessary information is not avail- 
able. It may be largely for this reason that 
most business firms report their pricing 
policies as quite different from those in- 
dicated in economic theory. 

The U.S. Department of Commerce a 
few years ago questioned about 300 lead- 
ing firms regarding any studies they had 
ever made of the price elasticity of de- 
mand for their products. The results were 
not published, chiefly because they were 
so meager. Few of these leading firms re- 
ported having made any demand studies 
for purposes of pricing. Many of them 
said it was Company policy to price as low 
as possible, regardless of demand. One 
summed it up this way: 


“The founders of our company 
laid down a policy of honest value 
and fair prices. Consequently, we 
have not been concerned with de- 
mand but attempt to keep our costs 
as low as possible and add a fair 
margin for net profit.” 


Most showed no suspicion that the per 
cent of markup arrived at in this way 
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might be too large for their own maxi- 
mum net profit, although some did state 
that after tentatively pricing on a cost- 
plus basis they modified the results after 
looking at competition. 

Some provided detailed sales and price 
figures over a number of years, saying 
that they had never been able to make 
anything out of them and expressing the 
hope that the Department of Commerce 
could. The Department of Commerce 
could not, chiefly because the quality of 
the product and the nature of competition 
had been changing over the period of the 
sales reports. 

While some firms might hesitate to re- 
port their policies to a governmental 
agency, it seems that one might conclude 
that most of our largest firms have not 
made systematic studies of their demand 
curves. Nevertheless, pricing continues, 
and some estimates of demand are con- 
tinually being made by business firms. 
This paper reviews some of the attempts 
at estimating demand, mainly those that 
have been reported in marketing litera- 
ture. Since the subject is of considerable 
importance and since little has been writ- 
ten about it, it is felt that an appraisal of 
those cases which have been reported may 
be of value. In this discussion, attention 
is focused on price elasticity of demand at 
one period of time, not on income or pro- 
motion elasticity or on sales forecasting. 


Experience 

Probably the most common method of 
pricing is through the guess based on past 
experience. One of the most valuable as- 
sets of the skilled merchandiser is an abil- 
ity to feel the market. From years of ex- 
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perience, he knows which items can take 
a high markup and which cannot. He 
judges changes in the market. An impor- 
tant part of his job is to select items for 
which existing margins should be raised 
or lowered. That sellers do price on the 
basis of such estimates rather than on a 
fixed per cent of markup is shown by the 
wide variations in reported markups on 
different items. And, as has been men- 
tioned above, some manufacturers re- 
ported to the Department of Commerce 
that after they arrived at prices by the use 
of cost formulas, they made modifications 
in the light of their estimates of competi- 
tion. 


Questionnaires 


Another method of arriving at esti- 
mates of demand curves is by the use of 
questionnaires. In general, this is not a 
reliable method, for people do not know 
how much they would buy at various 
prices. Fortune magazine once conducted 
a survey in which respondents were asked 
if they would buy various items if the 
price were cut in half.! The leading re- 
sponses were: 21.9 per cent would buy a 
house, 15.2 per cent would buy a new car, 
g.1 per cent would buy new clothes and 
shoes, and 8.1 per cent would buy house- 
hold appliances. The following editor's 
note accompanied the article: 


“The answers to questions such as 
these may have little to do with real- 
ity because not many people know 
what they would really buy if they 
had twice as much money, or if the 
price of all things were cut in half. 
Fconomists would go wrong in pre- 
dicting by the results the precise ef- 
fect upon business of drastic price re- 
ductions, and salesmen could go crazy 
following wrong leads.” 


Some inferences can be drawn from 
* Fortune, April 1939, pp. 107-8. 


questionnaire surveys, however. The 
writer once conducted a survey in which 
housewives were asked to estimate the 
quantities of several different items that 
they would buy at several selected prices, 
some higher and some lower than they 
were then paying. One result that stood 
out was that most women had strong 
brand preference for baking powder. 
These were not all for the same brand, 
but whatever brand they were accustomed 
to they would continue with rather than 
conduct what might be costly experiments 
with other brands. While they would not 
buy larger quantities of their favorite 
brand at lower prices, they would be will- 
ing to pay substantially higher prices 
without switching brands. One would 
guess that the best policy of baking- 
powder manufacturers would be to offer 
very cheap or free samples, especially 
through cooking classes, and then to 
charge high regular prices. 

It seems possible that for some goods, 
especially those bought fairly frequently, 
consumers can make reasonably good 
guesses of a few points on their demand 
curves. A few years ago a Pablum survey 
included the question: “You are paying 
about 23 cents a box for Pablum. Would 
you continue to buy Pablum if the price 
were 26 cents for the same size, while 
prices of other cereals remained the 
same?” Of course, this kind of question is 
open to the error that arises from respond- 
ents confusing a survey with a bargaining 
situation. Quite possibly, many would re- 
fuse to approve of the idea of a price in 
crease because they would feel they helped 
to cause it. The Eastman Kodak Company 
once asked camera club members whether 
they would pay $10 for an automatic 
timer for darkroom use. The answers were 
not encouraging, so the product was not 
put on the market at that time.? In cases 


* Reported to the U. S. Department of Commerce. 
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such as these, with selected and interested 
groups and with questions focused on 
single prices, perhaps the questionnaire 
method of estimating demand is useful. 

Of course, indirect inferences from 
questionnaire surveys can be valuable for 
pricing purposes. For example, the Corn- 
ing Glass Company once found that Pyrex 
baking ware was being purchased chiefly 
by people with higher incomes. The im- 
plication was that the market could be 
broadened by lower prices; this proved 
to be true after the company experi- 
mented with two price cuts of 30 to 50 per 
cent.? 

A modified type of questionnaire sur- 
vey, used for pricing purposes, is one in 
which repondents are shown the test item 
along with a number of others and asked 
which ones they would be willing to swap 
with the test item. A somewhat more 
complicated variation on this technique 
is the one in which respondents are shown 
a number of different brands of the same 
type of product and asked to group them 
according to their estimate of price. The 
test brand, having been judged in this 
way, is finally isolated for a specific price 
estimate.’ Of course, these methods do 
not yield demand curves but merely in- 
dicate the prices which people feel to be 
reasonable for the product. No indication 
is given as to how much will be sold at any 
price, but a fairly clear inference may be 
drawn in respect to the range of accept- 
able prices for the product and the prob- 
able popularity of each. 


Statistical Analysis of Past Sales 


Attempts to derive demand curves from 
statistical analysis of past sales have been 


* Ibid. 

* Joel Dean, “Pricing Policies for New Products,” 
Harvard Business Review, November 1950, p. 48. 

*Wroe Alderson, “New Applications for Market- 
ing Research,” Sales Management, February 1, 1947, 
p. 46. 


numerous. The present article will not 
review these, since they constitute a large 
separate literature. Such analyses have 
been most successful when directed at the 
entire market demand for undifferenti- 
ated agricultural products. It is much 
more difficult to estimate the demand for 
the branded products of one firm. Manu- 
facturers who reported to the Department 
of Commerce that they had attempted to 
estimate demand from their past sales rec- 
ords mentioned several serious obstacles: 
(1) they had not tried enough different 
prices to reveal much of the demand 
curve, (2) the quality of the product had 
changed over the period of time, and (3) 
competitors’ price and promotion had 
changed. Because of difficulties such as 
these, even the very comprehensive study 
of automobile demand made for General 
Motors drew this observation from an 
official of the company: “The most impor- 
tant conclusion from these analyses of the 
elasticity of demand for automobiles with 
respect to price is that no exact answer to 
the question has been obtained.”® 


The Experimental Method 


The method of demand-curve estima- 
tion that seems to hold the most promise 
for marketing practitioners is the experi- 
mental method. A number of such tests 
have been made, and the remainder of this 
article is devoted to a review of some of 
these. No attempt is made here to suggest 
new theoretical models for experimental 
designs since abundant material on the 
subject is available in statistical litera- 
ture.’ Rather, the intention is to approach 
the subject from the standpoint of mar- 


*General Motors Corporation, The Dynamics of 
Automobile Demand (New York: General Motors 
Corporation, 1939), p. 137- 

"See, for example, William G. Cochran and G. M. 
Cox, Experimental Design (New York: John Wiley 
& Son, 1950); also, Owen L. Davies, Design and 
Analysis of Industrial Experiments (New York: 
Hafner Publishing Co., Inc., 1954). 
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RESULTS OF 


PRicinc EXPERIMENTS IN A GROCERY SUPERMARKET CHAIN 


Retail Price 
Commodity 
and Brand Period 1 


Period 2 


Period 1 Period 2 Change 


Cents 
1. Ham loaf 
Brand A 
B 
Cc 
E 


. Pie crust mix 
Brand A 

B 

Cc 

dD 

E 


. Dried beef 
Brand A 
B 


. Vienna sausage 


Brand A 
B 


. Cake flour 
Ist test 
Brand A 
Others 33 
2nd test 
Brand A $1 
Others 39 


Per cent 


Source: Stop & Shop, Inc. 


keting specialists and to appraise experi- 
ments made by them. 

The most carefully planned pricing 
tests reported in marketing literature ap- 
pear to be those of the Stop & Shop grocery 
chain.’ In the article describing these ex- 
periments, the methods used were fully 
explained and the authors presented some 
results, which they indicated were as- 
sumed and used only as examples. They 
have given the present author permission 
to publish some of their actual figures, 
which are shown in Table I. 

As could be expected, when the leading 
brands were placed at a relative price 

*William Applebaum and Richard Spears, “Con- 


troller Experimentation in Marketing Research,” 
THE JOURNAL OF MARKETING, January 1950, pp. 505-17. 


disadvantage, they lost appreciably in 
market share, as is shown in the tests of 
ham loaf and pie crust mix. In the dried 
beef test, the leading brand gained a little 
through a relative price increase, but the 
gain was so small as to be insignificant. 
When two brands of Vienna sausage sell- 
ing at the same price were reduced by the 
same amount, no appreciable change took 
place in market share. The most interest- 
ing case was that of cake flour, which was 
tested in three periods. Table I shows the 
results of period 1 and period 2 for each 
price change. In the first test, brand A 
gained 3.3 percentage points through a 
relative decrease in its price from 4 to 8 
cents. Probably because of introduction 
to new customers, brand A retained most 


39 58.8 46.6 —I22 

37 17.2 21.9 47 

37 15.6 20.0 44 

37 49 6.8 19 

37 3.5 4.7 12 

2 

14 16 12.8 9.0 — 38 ae. 

16 59.8 47.0 —12.8 

14 14 10.5 16.1 56 F 

15 15 9.5 18.9 94 a. 

15 15 74 9.0 1.6 a 

3 

23 24 72.3 72.6 03 

19 19 27.7 27.4 — 03 is oie 

| 

16 15 51.3 51.0 — 03 

16 15 48.7 49.0 03 Me 

5 

31 9.0 12.3 3.3 

39 91.0 87.7 

33 12.8 117 — 06 

87 87.7 88.3 0.6 


432 


THE JOURNAL OF MARKETING 


April 1957 


of this gain when the price differential was 
restored to 4 cents in the second test. 

An experiment which used sales of two 
different brands to obtain a control was 
conducted by Lit Bros. department store 
in Philadelphia.*® The purpose of the ex- 
periment was to test the pulling power 
of the Simmons name on mattresses, but 
the data can be rearranged to yield pricing 
inferences. Identical Simmons mattresses 
were offered for sale, half of them under 
the Simmons name and half under the 
name “Dreamland.” They were arranged 
on the floor in identical stacks with similar 
signs, and the possible influence of sales- 
people was minimized by having all sales 
made at a desk. Three different tests were 
run. In all of them the price of the Sim- 
mons mattress was $39.50, but Dreamland 
was first priced at $39.50, then $34.50, and 
finally $29.50. In the first period, 15, Sim- 
mons were sold and one Dreamland. In 
the second, the count was 32 Simmons and 
4 Dreamlands. In the third period, 14 
Simmons were sold and 19 Dreamlands. 

The results were interpreted by the 
testers as showing the promotional value 
of the Simmons name, which could out- 
sell a physically identical product under 
another name by 15 to 1 and could hold 
an equal sales position at a price handicap 
of $39.50 to $29.50. The test was, however, 
a pricing experiment because the Sim- 
mons brand—held constant at $39.5,0— 
provides a control against which to judge 
the effects of price changes on the sales of 
Dreamland. Some questions arise as to 
how to treat the data for these purposes 
since the time periods and rates of sale 
differed for each of the three prices at 
which Dreamland was sold. A common 
way to resolve this difficulty is to calculate 
market share. The per cent of the market 
(Dreamland and Simmons combined) that 


* John W. Hubbel, “Tests Prove Branded Product 
Outsells Unbranded by 15 to 1,” Printers Ink, No- 
vember 14, 1947- 


Dreamland secured at each price was as 
follows: 


Dreamland 
Price 


Dollars 
$9.50 
$4.50 
29.50 


Dreamland Share 
of Market 


Per cent 
6.25 
1.11 
48.15 


Similar pricing experiments were made 
by the Columbia Recording Company 
some years ago.’° The president of the 
company, Edward Wallerstein, personally 
gave detailed information about this to 
the U.S. Department of Commerce. At 
the time, which was 1938, standard-brand 
popular records were selling for 75 cents. 
Encouraged by the remarkable sales of 
classical records at low prices as newspaper 
premiums, Columbia decided to conduct 
an experiment. Dealers in test cities were 
asked to keep for one month a record of 
sales by brands. For the next month the 
price of one type of Columbia’s popular 
records was reduced from 75, cents to 50 
cents. No advertising about this was run, 
and salespeople were told merely to in- 
form customers of the change. Sales results 
were again noted, and it was found that 
sales of the test records increased from 25 
per cent to 70 per cent of the total popular 
record sales. The 50-cent price was 
adopted nationally by Columbia in Sep- 
tember, 1939, and was an immediate suc- 
cess, even though the Victor Company 
followed the price reduction the next day. 

Another experiment is that conducted 
by the makers of Cannon towels in 1930." 
After a pilot test in one department store, 
the first main test was run in six stores— 

* A very brief explanation of these tests is given 
in a case study of the Columbia Recording Com- 
pany. Cf. Malcolm P. MacNair and Harry L. Hansen, 
Problems in Marketing (New York: McGraw-Hill 
Book Company, Inc., 1949), p. 600. 

"Charles A. Cannon, “How Cannon Proves That 
Its Advertising Helps Dealers Sell,” Printers’ Ink, 
September 4, 1930, p. 3; F. A. Williams, “Advertised 


Brands Proved to Be the Best Profit Makers,” Print- 
ers’ Ink, September 29, 1932, p. 4. 
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in Peoria, Dallas, Columbus, Buffalo, San 
Francisco, aid Brooklyn. Identical Can- 
non towels were displayed on two tables, 
one lot labeled “Cannon” and the other 
unbranded but with a sign identifying 
them as “Turkish.” Display signs were of 
equal size and the position of the tables 
was reversed every hour. Equal space was 
devoted to each towel in newspaper ad- 
vertising, which was of a matter-of-fact 
style. The test was run for two weeks; dur- 
ing the first week, both lots were sold at 
prices of 29 cents and 39 cents, depending 
on size. During the second week, the 29- 
cent towels (of both kinds) were sold at 
four for $1.00 and the 39-cent ones at 
three for $1.00. Sales results showed a 
preference for the branded towel, ranging 
from two to one to eight to one, with an 
average preference of four to one. 

In 1932, a second series of tests was run 
—this time with the Cannon brand selling 
at a 10-per cent premium over the un- 
branded towels. Seven department stores 
were used, different from those previously 
selected, and the tests were conducted in 
the same manner. The sales results 
showed an average preference for the Can- 
non brand of 3.6 to 1. Although these tests 
were designed to measure the power of 
the brand name, the fact that different 
prices were used permits some price infer- 
ences. Thus, it might be stated that a rela- 
tive decrease of 10 per cent in the price of 
the unbranded towels resulted in a rela- 
tive increase of 11 per cent in their sales. 

Joel Dean has mentioned a number of 
pricing experiments, including some of 
those cited above. One is a test of Quink 
by the Parker Pen Company. The price 
was raised from 15 cents to 25 cents a 
bottle in four test cities. When displayed 
beside competing brands priced at 15 
cents and 10 cents, Quink sold, relative 
to their sales, almost as much at a price of 
25, cents—which was tested for two weeks 
—as at 15 cents tested during another two- 


week period.’ Later a test was run in 50 
stores; in which bottles of the old Quink 
at 15 cents were placed next to “New 
Quink” at 25 cents. Two out of five cus- 
tomers chose the 25-cent bottle. 

Dean also refers to an experiment by a 
mail-order house, in which the price of 
one item varied from $1.88 to $1.99 in 
different catalogs sent to different sample 
groups. This is not the same mail-order 
test as that reported by Eli Ginsberg, in 
which catalogs going to some territories 
listed a number of items at odd prices, 
while those sent to another territory car- 
ried the same items at even prices."* The 
results were inconclusive regarding the 
supposed advantage of odd prices. 

In another place, Dean mentions a kind 
of test in which an appliance manufac- 
turer sold to a sample of his own employ- 
ees at a discount, with the provision that 
their money would be refunded at the end 
of the test period if they were not satis- 
fied.’* While this appears to be primarily 
a test of the product, it is also a test of a 
single price since buyers judge quality in 
relation to price. 

A type of price experiment conducted 
in the R. H. Macy store in New York has 
been reported by R. H. Whitman.'® The 
study was mainly a statistical analysis of 
past sales but was experimental in that the 
prices of a number of items were system- 
atically manipulated in order to provide 
the data. Whitman does not mention the 
conditions of the experiment, but appar- 
ently no attempt was made to hold factors 


* Joel Dean, Managerial Economics (New York: 
Prentice-Hall, Inc., 1951), p. 180. 

“Eli Ginsberg, “Customary Prices,” American 
Economic Review, vol. XXVI, no. 2, 1996, p. 296. 

* Joel Dean, “Pricing Policies for New Products,” 
Harvard Business Review, vol. 28, November 1950, 
>. 47: 

“R. H. Whitman, “Demand Functions of Mer- 
chandise at Retail,” Studies in Mathematical Eco- 
nomics and Econometrics (Chicago: University of 
Chicago Press, 1942). 


4 
; 
33 4 
in 
° 
ca 
3 
( 
ve 
We 


434 


THE JOURNAL OF MARKETING 


April 1957 


other than price constant or to provide 
control items. 


APPRAISAL OF TESTS 


None of the tests cited above was de- 
signed to yield “pure” demand curves, or 
to fit the economist’s concepts of demand. 
Elasticity of demand was not computed; 
marginal-revenue curves have not been 
derived; and there has been no attempt 
to distinguish between elasticity of de- 
mand, cross elasticity, and elasticity of 
substitution. Moreover, the data reported 
in most of the cases show only changes in 
market share rather than price-quantity 
relationships. 

These shortcomings need not be impor- 
tant for practical purposes of pricing. The 
most profitable price can, of course, be 
computed from the average-revenue curve 
without reference to elasticity or marginal 
revenue. And if businessmen are more 
concerned with market share than with 
maximum net profits, they are entitled to 
that view. However, the raw data from 
which market-share reports were com- 
piled must have included price-quantity 
figures. 


Eliminating Other Variables 


The calculation of market share is one 
way of attempting to solve the difficult 
problem of eliminating variables other 
than price. It is assumed that sales of all 
brands are equally affected by changes in 
weather, income, and the competition of 
other commodities. The change in sales 
of the test brand relative to other brands 
is taken, then, as resulting solely from the 
price change. Of course, it is recognized 
that some uncontrolled factors may affect 
the sales of the competing brands differ- 
ently. For example, current national ad- 
vertising of the various brands may affect 
the test results. It should be possible, how- 


ever, to identify such influences and to 
make rough adjustments for them. 

More serious is the mistake in the basic 
assumption that the change in market 
share will reflect only the price change, 
washing out other variables. One difficulty 
is the purely mathematical one that 
market share per cent is affected by the 
base against which it is measured, that is, 
total sales of all competing brands. If this 
base changes because of general market 
conditions, the effect of the price change 
will show up as a different per cent. For 
example, if by a price cut brand A gains 
sales of $100 at the expense of brand B, 
the effect of this on A’s per cent of the 
total will obviously be different if total 
sales of the two brands are $1,000 than if 
they are $2,000. This error could be cor- 
rected if the increase in A’s sales resulted . 
solely from the market increase and a 
shift of sales from B to A, for it could 
then be calculated how much the sales of 
each would have gone up with no price 
change, assuming them to share propor- 
tionately in the general increase. The ef- 
fects of the price change would then be 
isolated and could be measured against 
the original sales base. 

But much more common would be the 
case in which part of the increase in A’s 
sales came from a shift of consumers from 
other commodities, resulting from A’s 
price reduction. In this situation, it be- 
comes impossible to use the market-share 
concept to estimate the effects of the price 
reduction. Three factors are at work on 
A’s sales: (1) a shift of customers from 
brand B, (2) a shift of customers from 
completely different commodities, and (3) 
a general market increase. These factors 
cannot be untangled by any manipulation 
of market-share figures. The only possi- 
bility for a rough solution is to take total 
sales of the store as reflecting general 
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market conditions and to adjust sales of 
the test brand accordingly. The possible 
error here arises from the fact that all 
commodities do not respond the same to 
a change in total store sales. The difficul- 
ties just discussed do not arise merely from 
the use of percentage figures but would 
also be present if absolute sales figures 
were used. 

Perhaps the best solution used in the 
cases cited is the one used by the super- 
market chain. That is to run the experi- 
ment in two groups of stores, a test group 
and a control group, with both “before” 
and “after” figures for each group.'® Any 
change in sales of the brand in the con- 
trol stores, where the price has not been 
changed, can be taken to reflect the in- 
fluence of other variables, and results in 
the test stores can be directly adjusted to 
isolate the effects of the price change. Of 
course, the control stores must be matched 
against the test stores in such a way that 
influences affecting one group will affect 
the others equally.’? It is for this reason 
that a manufacturer running an experi- 
ment in a few test stores cannot take his 
total sales nationally as a control. 

A problem of interpretation of per- 
centages arises even when control stores 
are used. If there is any sales change 
caused by factors other than price, the 


* This is the type of sample design recommended 
by Samuel A. Stouffer, “Some Observations on Study 
Design,” American Journal of Sociology, January 
1950, p. 355. Stanley L. Payne raises some objections 
to this method, which however seem to apply to ex- 
periments on ideas and opinions rather than to price 
tests. Cf. “The Ideal Method for Controlled Experi- 
ments,” The Public Opinion Quarterly, vol. XV, 
Fall 1951, pp. 557-62. 

" This is, of course, not easy since it is a matter 
of judgment as to which elements must be matched 
for purposes of a particular test. With a sufficiently 
large group of test and control stores, adequate 
matching might be achieved by random selection, 
but this would hardly be feasible. Cf. Allan Green- 
berg, “Matched Samples,” THE JOURNAL OF MARKET- 


ING, January 1954, pp. 241 ff. 


percentage change in sales in the control 
stores is added to or subtracted from the 
percentage change in the test stores.'* 
This percentage must, however, be ap- 
plied to the original sales volume to in- 
dicate the effect of the price change. The 
percentage would be different, of course, 
if computed from the base of the sales that 
would have been obtained with the 
change in general market conditions but 
without the price change. As a practical 
operating problem, this means that a busi- 
ness firm contemplating a price change 
cannot forecast sales and then apply to 
that figure the percentage change derived 
from a test since that particular per cent 
is applicable only to the base sales figure 
used in the test. 

Of broader significance is the fact that 
it is a mistake to suppose that all variables 
other than price must remain constant. 
Indeed, it may be necessary to vary sev- 
eral elements at the same time in order 
to achieve a useful result. For example, 
it is unrealistic to assume that a price re- 
duction will produce its full effect with- 
out advertising to inform customers of the 
change. Hence, various prices should be 
tested in relation to differing levels of ad- 
vertising expenditure, 

One technique devised by statisticians 
for this purpose is the latin-square design, 
in which two elements are varied system- 
atically so that all combinations of the 
two are tested. An example of the latin- 
square design—testing, however, only one 
variable—was reported by researchers at 
Cornell University.’® In this test, the sales 
results of four different degrees of “bruis- 
ing’ of apples were measured in twelve 
stores on different days of the week. The 

“ Applebaum and Spears, op. cit. 

” Max E. Brunk and Walter T. Federer, “Experi- 
mental Designs and Probability Sampling in Mar- 


keting Research,” Journal of the American Statisti- 
cal Association, September 1953, pp. 440ff. 
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test was designed in three, four-by-four 
latin squares, one of which was as follows: 


Store 
Day 1 2 3 4 
Monday B Cc D A 
‘Tuesday A B Cc D 
Wednesday D A B Cc 
Thursday Cc dD A B 


The degrees of bruising (indicated by the letters 
A, 4, C, and D) were arranged to appear once in each 
row (the days) and once in each column (the stores). 
The total sales result of each degree of bruising could 
then be presumed to be independent of any particular 
store or day. 


In a price test, the “treatments” A, Bb, 
C, and D could be four different prices 
or could be two different prices combined 
with two different levels of another vari- 
able, for example, advertising. The com- 
bination of price and advertising that re- 
sulted in greatest total profit would be the 
best of the four combinations tested. 
Other experimental designs that may be 
used for similar purposes are the double 
change-over, randomized complete blocks, 
split blocks, and lattices.*° 


Competitors’ Responses 


None of the pricing experiments re- 
ported have made provision for testing the 
effects of competitors’ responses to price 
changes in the test brand. Such a test could 
easily be made, however, wherever co- 
operating retail stores are used as labora- 
tories by a manufacturer. An estimate 
could be made as to what prices competi- 
tors would adopt if a contemplated change 
were made in the test brand. During the 
test period, prices of the competing 
brands could be placed at those estimated 
levels. 

Perhaps the reason this has not been 
done is the belief that “all other things 
must be held constant” during the test. 


* Ibid. For greater detail, see William G. Cochran, 
Sampling Techniques (New York: John Wiley & 
Sons, Inc., 1953). 


But, as has been suggested above, this is 
not necessary and is not realistic if com- 
petitors may be expected to change their 
prices. 


Sampling Problems 


In the reported pricing experiments, 
the samples have seldom been adequate, 
as would quickly be realized if the studies 
were questionnaire surveys. Some tests 
have been conducted in a single store over 
a period of only a few days. Of course, one 
store might be enough if the test is con- 
ducted solely for the use of that store, and 
a few stores may be enough for test in a 
small chain. Moreover, the time sample 
may be of no importance to a retailer who 
has no intention of establishing prices for 
a long period. The question here is not a 
sampling one but one of how frequently 
the retailer wants to investigate current 
demand. 

A manufacturer testing retail prices, 
however, may have some serious sampling 
problems. He cannot use his own sales 
records if he sells through dealers because 
their inventory changes will distort the 
results. Hence, the test of effects of retail 
price changes must be conducted in retail 
stores. For control of extraneous variables 
and often even the price itself, he must use 
stores that are willing to cooperate. It is 
not easy to secure such cooperation. The 
author once had students conduct some 
pricing tests during a downward swing in 
business and found that retailers were not 
willing to experiment with any price in- 
creases. Many, moreover, would not ex- 
periment at all on the grounds that if they 
tried lower prices, they could not then 
raise them without incurring some cus- 
tomer ill will. 

On the other hand, if the manufacturer 
controls retail prices, he has problems of 
another kind. If he maintains uniform 
prices by exclusive agency agreements, he 
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may encounter objections from other 
dealers to any price reduction in test 
stores. And if he uses fair-trade contracts, 
an authorized price reduction in test 
stores would probably be held to free all 
nonsigning dealers to follow suit. 

In respect to the question of proper 
sample size, it must be realized that 
pricing tests in retail stores result in a 
“cluster” sample. That is, the sample unit 
is not the store but the individual trans- 
action—the decision to buy this brand or 
that. The store is merely the place where 
the decisions are made, just as personal 
interviews with customers might be made 
in stores. In this respect, then, the proper 
size of sample might be computed from 
standard formulas or obtained from stand- 
ard tables, using the transaction as the 
sample unit. But the fact that the sample 
is necessarily a ‘‘cluster,’’ one introduces 
an unknown and unmeasurable source of 
error. All of the customers of a given store 
may be influenced by the same set of cir- 
cumstances, different from those associ- 
ated with any other store. Hence, the 
sample is not as good as would be indi- 
cated by the number of transactions alone. 
Another possible source of bias is that the 
sample units (the customers) are self- 
selecting. This does not, however, seem to 
be a serious difficulty for this type of prob- 
lem. 

It would probably seldom be feasible 
to use enough test stores to warrant a 
random selection of these stores because 
of expense and the possible jeopardy to a 
substantial segment of sales. In these cir- 
cumstances it is better to select “repre- 
sentative stores” in “typical cities.””** But 
these are matters of judgment and may 
well be in error. Some of the factors that 
™ This is a case where special knowledge may pro- 


duce a better sample than random selection. Cf. Wil- 
liam G. Cochran, op. cit., p. 8. 


must be considered—in addition to the 
obvious one of city size—are climate; 
dominance of particular foreign national- 
ities, religions, or industries; unusual 
chain-store conditions; geographic loca- 
tion; extent of market area; purchasing 
power; and the question of whether the 
city has been “overtested.’’*? 

Timing of the test is also a problem for 
the manufacturer who intends to use the 
results for pricing over any considerable 
period. Not only is there the question of 
securing a representative time sample, but 
there is also need to allow the test to run 
long enough for its full effects to be felt. 
One researcher who has had considerable 
experience with sales tests has concluded 
that the minimum time required is 12 
wecks for a pretest, establishing normal 
bench marks for sales, and 24 to 36 weeks 
for the test itself.** It is apparent, how- 
ever, that this would differ for different 
products and that one cannot estimate in 
advance how long it is going to take for 
customers to become aware of and fully 
adjusted to a price change. This is com- 
plicated by the fact that on a price reduc- 
tion consumers may stock up and then de- 
crease their subsequent purchases for a 
time. The test should not be concluded 
until the normal continuing rate of pur- 
chase has been established. 


PRACTICAL APPLICATION OF TEST RESULTS 


The difficulties of price testing are ap- 
parent from the above discussion. In sum- 
ming up his studies in this field, Whitman 
said that the practical usefulness at Macy's 
had not been great, chiefly because the ex- 
pense of making the studies would make 


* Edward M. Raynolds, “In Picking Test Markets 
Think About a City’s Personality,” Printers Ink, 
August 28, 1953, pp. $3-45- 

™Edward M. Raynolds, “How to Get the Most 
from Sales Tests,” Printers Ink, September 4, 1953, 
P- 
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it prohibitive to extend the work to very 
many commodities. He did find, however, 
that an analysis made in one year was valid 
for the same period of the following year, 
suggesting a stability of elasticity of de- 
mand which would make it unnecessary 
to repeat the study. But this was for a 
group of staple items and may not be true 
for other commodities. 

Most of the price experiments cited 
dealt with only one price change, reveal- 
ing only one small segment of the demand 


“ Whitman, op. cit., p. 217. 


curve. There is no assurance that the re- 
sults could be used in relation to price 
points other than those tested. 

Despite these and other problems, the 
experimental method seems to hold more 
promise than any other technique for 
estimating the elasticity of demand for 
differentiated products under conditions 
of monopolistic competition. Perhaps im- 
provements in the method will eliminate 
some of the present sources of error, re- 
duce the expense, and widen the field of 
usefulness of this technique. 


The Forum 


ROBERT FERBER, Editor 


y the mid 1920's considerable informa- 
B tion was available showing that the 
cost of marketing goods was approximately 
equal to the cost of their production. Census 
figures indicated that many more workers 
were engaged in marketing and that the 
proportion of those engaged in marketing 
had been increasing for several years. Avail- 
able figures suggested that more capital was 
used in producing than in marketing goods 
and that many of the workers engaged in 
marketing were employed in retailing at 
relatively low wages.! 

This presented a puzzle. If a great many 
more people were engaged in production 
than in marketing, we would expect the cost 
of production to exceed the cost of market- 
ing; but the figures indicated that this was 
not the case. Some early teachers and writers 
reasoned that the cost of marketing had 
been very low when production was less 
specialized and that this cost had risen 
along with the increase in the division of 
labor and in the distances between buyers 
and sellers. 

In 1935, Lough and Gainsbrugh? pre- 
sented material showing that the cost of dis- 
tributing manufactured goods through 
wholesale and retail channels decreased 
from 31.4 per cent of retail value in 1909- 
1914 to 29.9 per cent in 1931 and that the 
cost of distributing all consumers’ com 
modities through these channels declined 


* Paul D. Converse, Elements of Marketing, 1930 
ed., pp. 12-19; 1935 ed., pp. 3-19; also, Marketing 
Methods and Policies, 1924 ed., pp. 4-8 (New York: 
Prentice-Hall, Inc.). 

* Wm. H. Lough and Martin R. Gainsbrugh, High 
Level Consumption (New York: McGraw-Hill Book 
Company, 1935). 


THE PUZZLE OF MARKETING COSTS 


from 35.5 per cent in 1909 to $3.3 per cent 
in 1931. 

The publication of the U.S. Census re- 
ports on distribution made possible better 
estimates of the total cost (value added) of 
marketing. These estimates indicate that if 
there has been any change in the over-all 
cost, it has been slightly downward. The 
puzzle of marketing costs remained as much 
a puzzle as ever. 

Barger’s excellent study® reminds us of 
the puzzle but does nothing to solve it. This 
study like previous ones (see Table 1) shows 
that the proportion of workers engaged in 
producing goods (agriculture, manufactur- 
ing, mining) decreased while the proportion 
engaged in distribution and the service 
trades increased. The proportion in pro- 
duction decreased from 75.8 per cent of the 
total in 1869 to 46.8 per cent in 1950 while 
the proportion engaged in wholesale and 
retail commodity distribution increased 
from 6.1 per cent in 1869 to 16.4 per cent in 
1950. Barger estimates that the productivity 
per man-hour has been increasing at the 
rate of 2.6 per cent per year in production 
and 1 per cent per year in distribution. Dur- 
ing this same period, Barger estimates that 
the cost of distribution by wholesalers and 
retailers increased from 92.7 per cent of re- 
tail value in 1869 to 36.5 per cent in 1909 
and to 37.4 per cent in 1948.4 These figures 


* Harold Barger, Distribution’s Place in the Amer- 
ican Economy Since 1869 (New York: Published for 
National Bureau of Economic Research by Prince 
ton University Press, 1955). 

*Using the same general sources as Barger, the 
writer estimates that Barger’s figures for 1948 were 
one or two percentage points too high. Progressive 
Grocer gives expenses of 735 food stores as 15 per 
cent compared with an i8-per cent margin by 
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Tasre I 
PERCENTAGE DISTRIBUTION OF WORKERS 
IN PRODUCTION AND DISTRIBUTION 
Production Distribution 
Twentieth Twentieth 
Century Century 
Year fund Converse Barger Fund Converse Barger 
Per cent 

1870 754 69.0 75.8 11.0 99 6.1 
1880 73.8 66.1 75.7 12.7 10.8 6.7 
1890 69.0 62.7 714 14.8 14.6 7.7 
1900 65.4 60.1 68.5 17.3 16.4 8.6 
1910 62.7 63.5 64.1 16.8 16.4 9.3 
1920 60.5 59.7 62.3 17.3 17.6 99 
1930 52.8 52.8 54.0 20.4 20.4 12.9 
1940 49.0 51.4 24.0 14.4 
1950 ones 46.8 16.4 


for 1869 to 1909 lend support to the idea 
that marketing costs increased during a 
period of great industrialization. This in- 
crease in cost is, however, very slight com- 
pared with the increase in the number of 
workers. The increased proportion of 
workers in wholesaling and retailing would 
lead us to expect distribution to take an in- 
creased share of the consumers’ dollar (at 
least in these sectors). Barger’s figures as cor- 
rected for the period 1g09 to 1948 show no 
increase, and—as the studies of the over-all 
cost of distribution (value added) from 1929 
to 1948 do not show an increase (see Table 
Il)—most students have probably pushed 
the puzzle aside with the thought that the 
figures on employment were inaccurate, at 
least for these purposes. 

Barger thinks that services rendered by 
retailers have increased during the period 
under consideration—better buildings and 
fixtures, better lighting and ventilation, air 
conditioning, more delivery, and installa- 
tion and servicing of appliances—and that 


Barger. Moody and Poor manuals show chain food 
stores with margins of 16 to 1914 per cent compared 
with 20 per cent by Barger. Median margins of su- 
permarkets in 1955 are reported by Super Market 
Institute as 17.8 per cent. The 1954 Census shows 
expenses of wholesale grocers as 7.5 per cent, which 
would hardly support Barger’s margin for wholesale 
grocers of 11 per cent, etc. If the writer is correct, 
there has been no increase in cost or “value added” 
by wholesalers and retailers since 1gog 


these more than offset the development of 
cash-carry and self-service methods. Better 
buildings and fixtures, air conditioning, 
and better lighting would show up as in- 
creased expense for depreciation, public 
utility charges, taxes, insurance, and in- 
terest rather than in an increased number 
of employees. 

Barger points out that the volume of 
goods distributed at retail increased faster 
than the volume produced as a result of in- 
creased urbanization (decline in home pro- 
duction) and more complicated fabrication. 
His figures show that from 1869 to 1949, the 
volume of commodities produced in- 
creased fourteenfold while the volume of 
goods distributed at retail increased twenty- 
fold (p. 22). 

The relative volume of goods distributed 
at wholesale probably increased more than 
the volume distributed at retail.5 Owing to 
the growth of factory-made goods, the in- 
crease in distance between producer and 
consumer, and the separation of wholesal- 
ing from retailing. Wholesaling seems to 
have grown more rapidly than retailing from 
1869 to 1890. Based on available Census 
data—available only since 1929—wholesal- 


* Barger speaks of the decline of the wholesaler 
(p. 51). The writer’s guess is that he was unduly in- 
fluenced by the literature between 1910 and 1930 
when much was written about the declining im- 
portance of the wholesaler. 
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ESTIMATES OF Cost OF DISTRIBUTION 


Lough and 


Barger 
Gainsbrugh* 
Finished Manu- Wholesale, 


factured Goods 
Wholesaiers 


Retail, and 
Wholesale Transpor- 


Year and Retailers and Retail tation 
1869 _ $2.7 $7.7 
1879 —_ $3.7 $9.1 
1889 $4.7 38.8 
1899 35.4 39.8 
1909 35.5 36.5 40.1 
1914 $5.3 om = 
1919 $3.4 36.5 39.6 
1925 34.4 wie 
1929 34.0 $7.0 41.7 
1931 $3.3 ome 
1939 37.3 
1948 37.4 


*Wm. H. Lough and Martin R. Gainsbrugh, High 
Company, 1935). 


Marketing Cost of Producers 
and Middlemen 


1 wentieth 
Mantell Century 
Converse* (unpublished) Funde 


per cent of retail price 


Level Consumption (New York: McGraw-Hill Book 


» Paul D. Converse, H. W. Huegy, and Robert V. Mitchell, Elements of Marketing, 1952 ed. (New York: 


Prentice-Hall, Inc., 1952), p. 791. 
¢ Twentieth Century Fund, Does Distribution Cost 
Quarterly Journal of Economics, February 1941. 


ing expanded fully as rapidly in the quarter 
of a century from 1929 to 1954 as gross na- 
tional product, retail trade, disposable 
personal income, marketing of farm prod- 
ucts, or industrial output (price adjusted). 
The increase in sales of wholesalers han- 
dling industrial equipment, raw materials, 
construction materials, and partly finished 
materials was especially rapid. Wholesale 
sales of machinery, equipment, supplies, 
metals, lumber, and construction materials 
increased 456 per cent from 1929 to 1954 
while wholesale prices increased 78 per 
cent; the prices of metals and metal prod- 
ucts, 112 per cent; and the price of lumber 
and lumber products, 270 per cent. 

The fact that the volume of goods 
handled by wholesalers and retailers in- 
creased faster than the volume of goods 
produced helps to explain why the number 


Too Much, as recomputed by Wilfred Malenbaum, 


of workers in these trades increased faster 
than the number engaged in production. It 
does not explain why the cost of distribu- 
tion has not risen relative to the cost of 
production. If the number of workers has 
increased faster in distribution than in 
production while the proportion of the 
combined cost has not increased, then it 
would appear that the capital requirements 
of production have increased more rapidly 
than in distribution and/or that wages in 
distribution have lagged. We know that the 
investment per worker has increased rapidly 
in manufacturing and in commercial farm- 
ing. Investment per worker may have in- 
creased much more slowly in distribution. 
This aspect of the subject needs study. 


P. D. Converse 
University of Illinois 
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WHEN DON’T RESEARCH PANELS WEAR OUT? 


N a recent issue of THE JOURNAL, Profes- 
I sor Charles Sandage raised the ques- 
tion: “Do Research Panels Wear Out?”, in 
which he presented the results of his study 
of bias in a consumer farm panel as a source 
of information for marketing research. In 
brief, the Sandage study revealed that in 
this particular panel of farm families in the 
state of Indiana, no differences existed in 
the replies of original panel members and 
newly added persons toward a series of atti- 
tudinal questions on chain stores and co- 
operatives, 

However, the conclusions cannot be 
carried too far. In the particular case, ques- 
tions were asked for which presumably no 
prior training was required on the part of 
the respondents. The formulation of opin- 
ion on matters relating to actual experience 
and which are well understood by the re- 
spondents should not be expected to differ 
between people acquiring training in 
answering questions and those not receiv- 
ing such training. Thus, the effect of train- 
ing, as a result of long membership on the 
panel, should not be expected a priori to 
cause much bias in a case like Professor 
Sandage’s study. 

On the other hand, panels are often used 
for other types of questions such as con- 
sumer product testing with blind samples. 
In this case, contrary to the one cited above, 
the training factor resulting from long-time 
panel membership is likely to introduce 
bias. It is our experience that some consum- 


THE JOURNAL OF MARKETING, April 1956, p. 397. 


ers “spot” a particular brand of a product if 
they are repeatedly utilized for tests on the 
same product. Suddenly, in a particular 
test, such panel members give stereotyped 
and clearly brand-directed answers toward 
or against the test product, which con- 
sciously or subconsciously they seem to 
recognize as a “common element” of the 
repetitive tests. To avoid this partly subcon- 
scious brand recognition, we have found it 
wise not to.use the same panel members for 
repetitive tests on a specific product but 
rather to rotate test products among the 
panel members in order to avoid bias re- 
sulting from the learning effect. 

Another indication of learning bias is 
manifested through a tendency to receive 
fewer “don't know” and “no preference” 
answers. This tendency appears when panel 
members are repeatedly asked to give their 
opinion about the same product, particu- 
larly when there is some skill involved in 
the answering. 

To answer the question raised in the 
headline, I would therefore like to say: 
seldom. Consumer panels do wear out, for 
the most part, particularly in testing prod- 
ucts. My suggestion is therefore: While 
using the panel method of marketing re- 
search, ask yourself: “Is there a learning 
element involved in this particular case?” If 
the answering is “Yes,” be careful. 


JOHN ORTENGREN 
Tessab Advertising Agency 
Stockholm, Sweden 
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SALES COMPENSATION POLICIES OF 
GROCERY, DRUG, AND HARDWARE 
WHOLESALERS 


HIS article summarizes some of the find- 
fies of a recently completed study of 
sales compensation methods and policies of 
‘Texas wholesalers (full-service) in the hard- 
ware, drug, and grocery fields.! Although 
this study was confined to wholesalers 
operating in Texas, certain findings are of 
general interest. 

The names and addresses of all whole- 
salers operating in Texas were obtained 
from the three applicable trade associations. 
A questionnaire with a covering letter was 
mailed to the entire list of 172 wholesalers. 
Eighty-two replies were received, a return 
of 47.6 per cent. There is always the possi- 
bility that those not replying to a mail ques- 
tionnaire have characteristics significantly 
different from those that do answer. In this 
case, the number of replies for each product 
group was sufficiently large to provide use- 


‘Alfred L. Seelye and Frank M. Bass, Sales Com- 
pensation Methods and Policies of Texas Whole- 
salers: Grocery, Drug, Hardware, Bureau of Business 
Research, University of Texas, 1957. 


ful information regarding each group that 
did reply.? 

The largest percentage return was re- 
ceived from the drug wholesalers. Six out of 
nine, or 67 per cent, replied. These 6 firms 
represented 26 separate wholesale plant 
operations with 199 salesmen. The hard- 
ware wholesalers returned 51 per cent of the 
questionnaires mailed to this group. This 
represented 18 firms with 273 salesmen. 
Grocery wholesalers returned 58 usable 
questionnaires or 34 per cent. They em- 
ployed 581 salesmen. A total of 1,053 whole- 
sale salesmen are included in the study, 

As is evident from Table I, grocery whole- 
salers favored the straight-salary plan while 
hardware and drug wholesalers were more 
inclined to use some type of commission 
plan. 

It is perhaps not surprising to find from 


* After all usable returns were completed, a check 
was made with the appropriate state trade associa 
tion with regard to those firms not replying. In most 
cases these were found to be the smaller companies. 
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SALES COMPENSATION PLANS OF REPORTING WHOLESALERS IN 1955* 


Compensation Plan 


Straight salary 
Salary plus commission on all sales 

Salary plus commission on sales above a quota 
Salary and expenses deducted from commissions 
Salary and bonus 

Salary, commission, and bonus 

Salary and a form of profit sharing 

Straight commission, no draw 

Commission with draw (no guarantee) 
Commission with guaranteed draw 
Commission and bonus 

Other 


Total firms 


All "Grocery Hardware- Drug 


Wholesalers Wholesalers Wholesalers Wholesalers 


15 
10 


0 


= 


~ 
a 


-~ 
ov 


nr 


| 


86 


| 


* Totals are greater than number of reporting firms because some firms reported multiple compensation 


plans 
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AVERAGE AND Mepian Incomes oF 1,053 
TeEXaS WHOLESALE SALESMEN IN 1955 


Median 
Income 


Average 


Group Income 


All wholesale salesmen 
Wholesale grocery salesmen 
Wholesale hardware salesmen 
Wholesale drug salesmen 


$5,685 
5.119 
6,289 5,904 
6,511 6,066 


$5,299 
4,853 


Table If that the average income of drug 
wholesalers’ salesmen is greater than the 
other two types and that the average in- 
come of wholesale grocery salesmen is 
lower than the others. However, the data in 
Table Ill showing the distribution of earn- 
ings may be revealing than the 
averages, Considerable variation in earnings 
of the wholesale salesmen is apparent. A 
surprisingly large number of salesmen have 
annual incomes at the two extremes—under 
$3,600 and over $10,800, 

Contrary to popular belief, no direct re- 
lationship between the average income of 
the three types of wholesale salesmen and 
the sales volume of their firms was apparent. 

Table IV indicates that the average and 


more 


median incomes of grocery, hardware, and 
drug salesmen vary according to different 
compensation plans. It is apparent that 
various forms of incentive plans have found 
great favor with all three types of whole- 
salers included in this. study. Only 71 
grocery salesmen out of 581 were paid a 
straight salary; among hardware salesmen, 
16 out of 273; and no drug salesman of the 
199 covered received straight salary. Of the 
1,053 wholesale salesmen, only 87 were not 
under some type of incentive payment 
system. 

With the exception of the drug salesmen 
most of whom were paid on some type of 
commission plan, the most prevalent 
method was a plan embodying some com- 
bination of salary or guaranteed compensa- 
tion and a commission or bonus incentive. 
This appears to reflect the desire of sales- 
men for some degree of stability of earnings 
and management's desire to provide incen- 
tive for maximum effort on the part of the 
sales force. 

Atrrep L. SEELYE 
FRANK M. Bass 
The University of Texas 


Taste Ill 
DisTRIBUTION OF EARNINGS OF WHOLESALE SALESMEN IN 1955 


Wholesale 
Income Salesmen 


Wholesale 
Salesmen 


Hardware 
Wholesale 
Salesmen 


Drug 
Wholesale 
Salesmen 


Under $ 3,600 91 


$ 3,600 to 
4.200 to 
4,800 to 
6,000 to 
7200to 8399 
8400 to 10,799 
10,800 and over 


4,199 
4,799 
5,999 
7,199 


130 
189 
280 


68 
86 
129 
169 
87 
24 


i4 


444 
— 
20 3 
26 18 
86 24 
59 52 
187 55 45 
89 36 29 
62 |_| 80 18 
25 4 11 10 
Total 1,053 581 273 199 
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FARMERS’ SELECTION OF FARM MACHINERY 
DEALERS' 


— He purchase of a piece of farm machin- 
ery involves an expenditure of con- 
siderable magnitude. In purchasing this 
machinery, the farmer has a choice among 
several brands and also among several 
dealers. Information about the farmer as a 
buyer is seemingly quite limited. In order 
to shed light on the rural customer, this 
study was designed to find answers to the 
following questions: 


(1) How does a farmer go about buying 
machinery? 

(2) Does the farmer have marked brand 
and dealer preferences? 

(3) Why does a farmer choose one particu- 
lar dealer from the many available to 
him? 


APPROACH TO THE PROBLEM 


A county was selected in Central Indiana 
which represented an area of good com- 
mercial corn-belt farms. Within the county 
itself were approximately gs, different ma- 
chinery dealers handling 10 different major 
brands of farm machinery and many addi- 
tional minor brands. Within the immedi- 
ately surrounding counties were 73 more 
dealers handling an additional 4 brands. 

The sample design was of a neighbor- 
hood cluster type. Crossroads were selected 
randomly within the county. Moving out 
from the crossroads, every farmer was inter- 
viewed until a neighborhood cluster of 
15-20 was secured, Such a procedure was 
used upon the assumption that interfarm 
communication or a follow-the-leader atti- 
tude might be a major consideration. A 
total of go1 farmers were interviewed. 

Each farm had an average inventory of 
from 19-15 items of equipment. Seventy- 
nine per cent of the 201 farmers had pur- 
chased an item of equipment in the year 
prior to the June 1955 interview. Much of 
the detailed questioning concerning pur- 


* Indiana Experiment Station Journal Paper 1056. 


chasing activities was focused upon this last 
purchase in order to limit memory bias as 
much as possible. Tractor purchases were 
not considered in this study, upon the as- 
sumption that this was a decision of a differ- 
ent magnitude than other types of equip- 
ment. Also, all tractor-mounted equipment 
purchases were eliminated from considera- 
tion since they would probably be closely 
tied to the tractor decision. For machinery 
purchases studied, therefore, the farmer had 
no necessary technological compulsion to 
choose a particular brand or dealer because 
of his prior tractor decision. However, good 
will toward a particular brand or dealer be- 
cause of a satisfactory tractor purchase 
might carry over to other machinery pur- 
chases. 


PURCHASING ACTIVITIES 


Time Length of Decision Making 


Conceptually, the decision-making period 
can be divided into two parts: the period of 
contemplation and the period of active dis- 
cussion and shopping. The dividing point 
between these two periods comes when one 
ceases merely to think about buying and 
begins to discuss the proposed purchase 
with someone. 

The techniques of the study did not per- 
mit a definitive insight into the length of 
time that the purchase was contemplated. 
However, the available evidence is that such 
a process goes on in many farmers’ minds 
for six months or longer. However, after 
the move is made to initially contact some- 
one and start shopping, nearly half of the 
farmers made their purchase within a week 
(Table 1). 

Seventy-five per cent of these “first con- 
tacts and discussions” were made with 
dealers. The remaining farmers first dis- 
cussed their anticipated purchase with rela- 
tives, friends, etc. Most of the initial con- 
tacts were made at the farmer's initiative 
and at the dealer's place of business. Only 
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DISCUSSION AND SHOPPING ‘TIME OF 159 INDIANA 
FARMERS IN Mosr Recent 
MacHInery PurcHAsE 


Per cent 

Time in Days of farmers 
Contact and purchase on same day 21° 
23 
8—30 24 
$1180 18 
Over 181 9 
Did not know 5 
Total 100 


ment. 


$3 per cent of these first discussions took 
place at the farmer’s home or places other 
than the dealer’s. 


Activity During Decision Making 


Even though the item involved was a 
relatively large purchase, farmers did not 
shop around among dealers a great deal. In 
making their most recent purchases, 46 per 
cent of these farmers contacted only one 
dealer; 27 per cent, two; 16 per cent, three; 
and 11 per cent contacted four or more. 

However, in addition to dealer discus- 
sions, about one half of the farmers had con- 
sulted with neighbors, relatives, and friends. 
About half also reported they had read 
some form of special literature about the 
item before they bought it. Practically all 
farmers had seen a similar item in operation 
on friends’ or neighbors’ farms. From this, 
it would appear that much of the purchas- 
ing decision is formulated by activities 
other than shopping around among dealers. 
Parenthetically, farmers were accurately 
aware of the brand of machinery prevalent 
in their own neighborhood. 

Dealer contacts tended to be made rela- 
tively close to home. About one fourth of 
the total contacts and purchasing activity 
were concentrated within five miles of the 
farmer's home. The practical limit of stich 
activity apparently was about 15 miles 
(Table Il), but it should be recalled there 
were about go dealers available to each 
farmer within this 15-mile radius. 
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Macuinery Market Arta or 195 FARMERS 
IN AN INDIANA COUNTY 


Location of 
Miles First Total Final 
from Farm Contact Contacts Purchase 


Per cent of farmers 


Up to 5 22 25 23 
6—10 37 37 34 
1115 23 24 20 
Over 15 7 7 8 
Did not know 11 9 15 
Total 100 100 100 


Dealer and Brand Preference 


From an analysis of the machinery inven- 
tory of farmers, it was found that purchases 
had been made from an average of five to six 
dealers. However, in individual inventories 
the number of dealers represented varied 
widely from only one to eleven. 

Upon the assumption that patronage is 
an indication of preference, a dealer prefer- 
ence rating was constructed based upon the 
percentage of total purchases in the inven- 
tory represented by the most prevalent 
dealer. If 60 per cent or more of the ma- 
chinery inventory had been purchased from 
one dealer, the farmer was classified as hav- 
ing a high dealer preference; 40-59 per cent 
was considered as representing a medium 
preference; and under 4o per cent of the 
total as a low preference? 

Using the same percentage classifications 
as above noted for dealer preference, 
farmers could also be classified as having 
high, medium, and low brand loyalty. The 
results of these classifications are shown in 
Table III. 

Factors associated with dealer preference. 
In general, no available socioeconomic 
characteristics distinguished farmers with 
high dealer preference from those with 


* The criticism might be raised that the use of an 
inventory—because it covers a span of acquisition 
time—measures changing preferences rather than a 
state of preference. However, the fact that nearly o 
per cent of the inventories had been acquired since 
1946 and 66 per cent since 1950 would appear to 
answer this criticism in part, 
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AND l’rererency or 195 FARMERS IN 
AN INDIANA COUNTY 


Degree of 


Preference 


Dealer Brand 


Per cent of farmers 
High 
Medium 
Low 


Total 


lower preferences. Characteristics considered 
included: (1) income of the farmer; (2) ex- 
tent of community participation and lead- 
ership; (3) level of education and interest in 
continuing education; (4) age, farm experi- 
ence, and length of residence in community; 
(5) farmer's opinion of differences among 
dealers; and (6) shopping characteristics, as 
indicated by length of time used in making 
purchase, kind of machinery purchased, and 
number of dealers contacted. No relation- 
ships between any of these factors and the 
farmer's degree of dealer preference were 
found. 

Factors associated with brand preference. 
For brand preference, the following tenden- 
cies were found: 


(1) As incomes increased, farmers with 
low brand preferences tended to rise. 

(2) Younger farmers and those with less 
farm experience tended to have 
greater brand preference; older and 
more experienced farmers, less. (It 
should be noted here that age and 
amount of farm experience were 
closely interrelated.) 
As the farmer's exposure to radio, 
television, and printed publications 
rose, brand preference tended to in- 
crease. 
Farmers who believed there were 
greater differences among available 
dealers tended to have higher brand 
preferences. 


* All of the following were significant at only the 
20-per cent level; however, the direction of the re- 
lationship was of such consistency that they are re- 
ported here. 


No relationship was found between 
brand preference and education level, in- 
terest in continuing education, community 
participation and leadership ratings, and 
length of residence within the neighbor- 
hood. This inability to associate specific in- 
dividual characteristics with varying de- 
grees of brand preference appears in agree- 
ment with other studies even though the 
products involved were of a vastly different 
nature. 

Why was a particular dealer chosen? 
Briefly, then, the farmer buyer of farm ma- 
chinery being discussed here could be de- 
scribed as one who may have a wide range 
of affinity for a given dealer or brand and 
who, once started, shops rather rapidly, con- 
tacts only one or two dealers, and stays close 
to home. Why did he decide to patronize 
the one dealer among the many available 
to him? Price and product reasons ranked 
as most important, with dealer attributes 
ranking third (Table IV), 
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MAIN AND SECONDARY REASONS GIVEN BY 159 INDIANA 
Farmers For CHoosinc THem DEeacers 


Main 
Reasons 


Secondary 


Reason Reasons 


Favorable price, best deal 
Had brand or item desired 
Reputation of dealer 

Beiter service 

Habit 

Convenience, nearest 

Other 


Total 


Other implications of the study, how- 
ever, point to the conclusion that the given 
reasons must be interpreted with care. For 
example, farmers were asked to evaluate 
the differences they thought existed among 
the several dealers they considered as serv- 
ing their community (Table V). Interest- 
ingly enough, the majority of farmers 
thought there was “not much” difference in 
the five characteristics of machinery dealers 


*See, for example, R. M. Cunningham, “Brand 
Loyalty—What, Where, How Much?” Harvard Busi- 
ness Review, January-February 1955, pp. 116-28. 


6 
9 
5 
— 100 100 
37 26 
$1 10 
il 18 
7 23 
6 5 
4 4 
4 4 
— 100 100 
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Opinions oF 198 INDIANA FARMERS ON THE DifFERENCE AMONG FARM MACHINERY DEALERS 


Degree of Difference 


Characteristics A lot Some Not much No opinion Total 

Per cent of farmers 
Ability of service mechanics 18 26 52 4 100 
Supply of needed repair parts 13 27 57 3 100 
Credit and payment arrangements* 2 8 ” 34 100 
Reputation for backing up merchandise 9 29 58 4 100 
Gives best trade-in deal 18 35 41 6 100 


* Interviewers definitely incurred resistance to this question. This evidently was a “touchy” subject about 


which farmers were reluctant to talk. 


evaluated. Perhaps this is why dealer attri- 
butes did not rate higher in the reasons for 
selection of a particular dealer, 

Price, as the major reason for choice, 
raises some interesting questions. No price 
data were obtained. However, when ques- 
tioned in another context, farmers claimed 
there was not much price difference among 
dealers. Nearly one third of the farmers re- 
ported receiving different price offers in 
shopping around. However, it will be re- 
called that the large majority contacted 
only one or two dealers, If price was the ma- 
jor difference, why did not farmers contact 
more of the many dealers available to them? 
Since there apparently was quite an infor- 
mation fabric among neighbors and friends, 
it is possible that the real price shopping 
was done before actual dealer contact. 

One very important question from the 
industry viewpoint is which is more impor- 
tant in making the sale—the dealer or the 
brand. As might be expected, brand and 
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RELATIONSHIP OF BRAND AND DeALer PREFERENCE 
TO BRAND AND PLACE oF Most Recent New 
EQuirMent PurcHase OF 84 INDIANA FARMERS 


Farmers Buying 


Farmers Buying from 
Degree of Brand Same Brand Same Dealer as 
and Dealer Indicated Indicated 
Preference by Preference by Preference 
Per cent of farmers 
High 79 6A 
Medium 48 57 
Low 4l 40 


dealer preferences were positively related. 
Though the question as to relative impor- 
tance of brand or dealer could not be an- 
swered with certainty, many findings indi- 
cated that brand was the dominant factor. 
As shown in Table VI, both the degree of 
brand preference and dealer preference 
were significantly related to actions taken by 
farmers on their last purchase. 

In addition to the somewhat stronger in- 
fluence of brand indicated in Table VI, the 
following might be considered as additional 
evidence for the stronger pull of brand 
loyalty: 


(1) Farmers did not believe there was 
much difference among dealers. 

(2) When more than one dealer was con- 
tacted, about one half of the addi- 
tional contacts handled the same 
brand as the first. 

(3) Farmers were well aware of the brand 
situation in their neighborhood. 

(4) Brand loyalty, but not dealer prefer- 
ence, was found to be related to the 
length of time spent in shopping 
around—the greater the loyalty, the 
less time was taken. 

(5) Inventory study showed a definite 
variation in brand preferences for 
different pieces of equipment. This 
would seem to indicate some uni- 
formity of opinion concerning what 
different manufacturers offered in 
separate kinds of equipment.® 


*It might be hypothesized that the brand and 
place of purchase of the tractor is the major factor 
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Although the above points to the impor- 
tance of brand over dealers, some evidence 
concerning dealer importance cannot be 
overlooked. Five leading dealers of the over 
go dealers serving the area accounted for 34 
per cent of the total sales in the inventory 
of the sample. These five leaders handled 
three different brands. One of these dealers, 
alone, accounted for 12 per cent of the total 
sales—and this dealer did not handle the 
most popular brand. 

The answer to this very important brand 
vs. dealer question, therefore, cannot defi- 
nitely be given from this study. Although 
the evidence points strongly toward brand, 
evidently a good energetic dealer can over- 
come such influence. 


SUGGESTED ADDITIONAL WORK 


The findings of this study raise interest- 


determining what brand or dealer receives the re- 
mainder of the farmer's business. However, about 
two fifths of the farmers had purchased less than 40 
per cent of their machinery from one dealer and 
about one third had purchased less than go per cent 
of their machinery of one brand. In about two out 
of five instances, the brand of tractor was not the 
same as the preferred brand regardless of the degree 
of the preference. The tractor may be a reason for 
purchasing other equipment of the same brand or 
at the same place. But the indications here are that 
it probably is just one factor among many others 
which influence the decision. 


ing questions for future work which might 
deal directly with farm machinery or with 
other aspects of the rural consumer. These 
questions include: 


1. Further exploration of farmers’ infor- 
mational seeking activity with friends 
and neighbors. This study indicates 
that farmers might have substantially 
made up their minds before formally 
entering the market. 

. Exploration of what a farmer means 
when he mentions “favorable price” 
as his reason for selection. Since a 
farmer's livelihood is dependent upon 
selling things in a fluctuating market, 
his “price consciousness” when pur- 
chasing items may be quite different 
from his urban counterpart. 

. A specific analysis of the acceptance of 
given dealer — practices. Obviously, 
some dealers have a key to successful 
operation which others do not. 

. A further analysis in other areas and 
under other conditions of the size of 
the trading area involved and of the 
relative pull of brand vs. dealer. 


R. L. Kouts, 
R. L. Stucky, AND 
J. 1. Girrorp 


Purdue University 
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1. ADVERTISING 


1.1 TV's Sorriest Commercials. George H. Gallup 
with Leyton E. Carter Jr., Public Relations 
Journal, August 1956, pp. 20-22. [w.L.] 


“One of the most dramatic cases of ‘cultural lag’ 
today is to be found in the communications world 
in its handling of television.” Rather than using 
the visual side of the medium to greatest advantage 
to get the message across, dependence is still placed 
mainly on words. In almost one out of two commer 
cials appearing on the air today, the video fails to 
communicate specific ideas about the product 

A systematic test was conducted by Gallup and 
Robinson in which a number of television commer- 
cials with the sound turned off were shown to a 
group of women. The respondents were asked to 
identify the product being advertised and to “play 
back” the selling argument from the picture. ‘The 
study revealed that: 


1. 25 per cent of the commercials communicated one 
or more ideas to everyone in the audience. 

2. 50 per cent of the commercials registered mixed 
performance—some respondents got ideas from 
the picture alone, others did not. 

3. 25, per cent of the commercials scored a complete 
blank. 


Failure to exploit video results in wastes of mil 
lions of dollars and lost opportunity. One of the 
opportunities lost is that of presenting effective 
demonstrations. The Gallup and Robinson Tele 
vision Sales Index shows that “high forms of demon- 
stration that use pictures will sell four times as 
much merchandise as the stereotyped approach 
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where the announcer merely shows the product and 
extols its merits.” 

Television needs a language of pictures and 
creative people who can speak this language. Re- 
search is beginning to formulate principles that 
make for successful communications through pictures. 


1.2 How Advertisers Rate Advertising Position. 
Printers’ Ink, October 12, 1956, p. 27. [E.J.K.] 


The report, “Positioning of National Advertise- 
ments in Newspapers,” published by the Association 
of National Advertisers offers the major conclusion 
that preferred position in newspaper advertising is a 
dominant factor. A total of 1393 A.N.A. members 
were surveyed. Eighty-eight per cent of the re- 
spondents said position requests were made on all 
or most of their advertisements. In 71 per cent of 
the cases, specific positions most frequently re- 
quested by the respondents were above fold and 
right-hand page. The most frequently requested sec- 
tions were sports, womens, main news section, and 
food page. The requested position was obtained by 
66 per cent of the companies on almost all advertise- 
ments and by 25 per cent of the companies in about 
half the cases. The 43-page report is available to 
nonmembers of the A.N.A. at $10 per copy from the 
A.N.A. Information Service Department, 155 E. 44th 
Street, New York 17, New York. 


1.3 Cooperative Advertising. 1.4.A. News Letter, 
November 1956. [R.L.c.] 


Cooperative advertising was the theme of the Oc- 
tober luncheon meeting held in New York. Three 
members of the International Advertising Associa- 
tion presented brief talks which were followed by 
discussion, 

Bulova Watch Company's cooperative program 
was presented by Joe Campisi. Concluding, he said, 
“We are firmly convinced that under certain cir 
cumstances cooperative Advertising can very effec- 
tively supplement your main program and that a 
manufacturer, who does not rely solely on it but who 
makes it a well-rounded program, can derive appre- 
ciable benefits from it.” 

Worthington Corporation was represented by 
Oscar Cornejo, who offered a few basic points which 
should be considered by all companies regardless of 
their own specific problems. “Probably what helps 
me the most,” he said, “is personal contact with the 
distributors, You must visit them and discuss their 
problems on their own ground. Once they know you, 
they will respect your suggestions because you are 
personally familiar with their problems, and you 
will have little trouble selling them your ideas.” 

Avco Manufacturing International's Charles T. 
Lee said that local cooperative advertising forms an 
important part of the over-all international adver- 
tising program and showed how it fitted into his 
company's program. “We feel,” he concluded, “that 


our cooperative advertising plan has worked out 
quite satisfactorily and offers the advantage of local 
control by distributors as well as supervision by our 
New York office.” ; 

The full text of these three talks appears in this 
news letter published by International Advertising 
Association, Inc., Hotel Roosevelt, Madison Ave., at 
45th St., New York 17, N. Y. 


1.4 For Advertising in 1957, Two Big Problems. 
Printers’ Ink, October 5, 1956, pp. 28-29ff. 


The first problem confronting advertisers is one 
of handling product prices in advertising at a time 
when the pricing and mark-up situation is crum- 
bling in a number of consumer-goods fields. The 
other related problem is how to produce advertising 
which will aid the smaller dealer under intense com- 
petitive pressure from large-scale retailers. Despite 
the wishes of “traditional” retailers, the trend is seen 
as one tending toward lower mark-ups. Industrial 
production since 1939 has increased by 158 per cent 
while disposable income has gone up 87 per cent. 
‘This, combined with a possible plateau in consump- 
tion, will intensify price competition on the part of 
supermarkets, discount houses, and low overhead 
retailers. Small dealers are particularly important to 
brand advertisers since larger chains and _ inde- 
pendents are promoting and selling an increasing 
proportion of private brands. 


1.5 What Ratio of Advertising to Sales? Printers 
Ink, October 26, 1956, pp. 71-72ff. 


The average ratio of advertising expenditure to 
sales in 1955 for the nearly 200 billion sales dollars 
of United States industry covered in a Barbour 
Walker Lyndon study was two thirds of one per cent. 
The ratio varied among different types of industry. 
Included in the article is a company-by-company 
report comparing sales with expenditures in the 
eight measured national advertising media by 521 
advertisers. These media represent about 70 per cent 
of the total advertising appropriations for large ad- 
vertisers. Some individual company expenditures 
follow: U. S. Steel, 0.13 per cent; Armour, 0.41 per 
cent; General Motors and Ford, slightly under 1 
per cent; and Colgate Palmolive, over 12 per cent. 
The largest advertisers tend to have a smaller per- 
centage expenditure than their competitors. 


16 How Advertisers Divide Investments in Eight 
Media. Printers’ Ink, November 9g, 1956, pp. 
24°25. [E.J.K.] 

The dominance of the 2go-million dollar adver- 
tisers among 3,706 companies spending at least $25,- 
000 each in any one of the eight measured media is 
shown in this Barbour Walker Lyndon analysis. The 
2g0-million-dollar advertisers (7.8 per cent of the 
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3.706 advertisers) spend 73.5 per cent of the two 
billion dollars placed in the eight media. The lowest 
ranking 2,032 companics (54.8 per cent) that spend 
between $25,000 and $100,000 each together account 
for 5.3 per cent of the total money. There are 1,465 
companies (39.5 per cent) which spend 89.5 per cent 
of the $1,739,000,000 placed in various combinations 
of two or more measured media. The remaining 
2,241 companies spend the remaining 11.5 per cent 
exclusively in one of the eight media. 


1.7 How Much for “Unmeasured Media”? Printers’ 
Ink, November 16, 1956, pp. 25-28. [B.J.K.] 


The largest advertisers are spending $7.00 in 
measured media (newspapers, magazines, Sunday 
supplements, network television, network radio, 
farm magazines, business publications, and outdoor 
advertising) for every $3.00 spent in unmeasured 
media (non-network radio and television, point of 
purchase, direct mail, catalogs, other printed pieces, 
transportation advertising, films, premiums, house 
organs, and exhibits and trade shows). 

As the advertising budget gets smaller, more 
money goes into unmeasured media. The article in- 
cludes statistics on the percentage expended in un- 
measured media by industry and by individual ad- 
vertisers within industry classifications. 


1.8 Magazines Since the Rise of Television. Leo Bo- 
gart, Journalism Quarterly, Spring 1956, pp. 
153-66. [w.t.} 

This study of changes in magazine circulation, ad- 
vertising, and editorial content since the end of the 
war focuses on “the differences in the fortunes of 
particular groups or types of magazines.” From an 
over-all viewpoint, magazines received $725, millions 
in advertising revenue in 1955, a figure that has al- 
most doubled since the end of World War II. Maga- 
zine circulation has grown and ABC magazines alone 
circulate more single-issue copies than there are 
people in the United States. Reasons for this growth 
are increases in population, higher incomes, more 
leisure time, better-educated population, and an 
increasing proportion of people living in cities and 
towns. 

Spurred on by the movements to suburbia, sub- 
scription sales have increased and newsstand sales 
have declined. As a result there has been a general 
decline in pulp and other publications which do not 
reach their readers in the mail, an increase in the 
regularity of readership, and a decline in the maga- 
zine-reading time for any one magazine. 

Factors retarding the growth of magazines are “the 
phenomenal rise of pocket-sized paper bound books” 
and the inroads of TV on leisure and reading time. 
W. R. Simmon’'s 1952 magazine-audience survey 
indicates that “TV owners spend about one fourth 
less time than nonowners reading the average 
general weekly.” 


Since the war, people are not only buying more 
magazines but are distributing their choices in a 
different way. Circulation in “high-brow” magazines 
(such as Atlantic) has more than doubled. The mass 
of general circulation in “middle-brow” magazines 
grew by about one half. Magazines appealing to the 
least educated maintained the same circulation. 
Many pulps dropped one fourth of their circulation, 
and comic books are struggling to maintain their 
sales. Magazines appealing mainly to men or to the 
whole family grew faster than those appealing 
mainly to women. The grocery store-distrib ited 
magazine showed an increase of 195 per cent, 
romance magazines actually declined, and TV guide 
offset the decline in movie-fan books. 

Today's magazines, which have stayed the same 
size as those of a few years ago, are different in con- 
tent. The bulk of a magazine's content is now 
recreational in character, but the utilitarian content 
is increasing. People are looking to magazines for 
practical help in coping with their complex life 
and are turning to television for entertainment. 
Thus, in 1954 magazines published almost one third 
less fiction than they did right after the war. Re- 
flecting the suburban trend, “magazines increased by 
one half the editorial space devoted to home furnish- 
ing, building, gardening, and farming.” Space de- 
voted to amusement, hobbies, sports, and travel in- 
creased 27 per cent; pages dealing with food, health, 
and children rose 28 per cent; while space given to 
clothes, beauty, and grooming rose 14 per cent. 

Besides analyzing this over-all picture, Bogart 
presents a specific analysis for different kinds of 
magazines (for example, men’s, women’s, specialized 
etc.). 

TV's influence on media strategy of advertisers is 
examined. Changes in the lineage of general maga- 
zines and in radio and TV network times by product 
fields, as compared with average percentage in- 
creases, are charted. 


1.9 Rate Differentials on Advertising in West Coast 
Dailies. Louise C. Wagner, Pacific Northwest 
Business, November 1956, pp. 22-29. [®.£.M.] 


This study regarding newspaper rate differentials 
should be of considerable interest to West Coast 
newspaper operators since advertising revenue 
constitutes the newspapers’ most important source 
of income. The difficulty of arriving at a common 
denominator on which to evaluate rate differences 
has previously been an important reason for the 
relative absence of rate-comparison studies. Mr. 
Wagner's study attempts to fill this vacancy. 

All newspapers in Washington, Oregon, and Cali- 
fornia with a city and retail zone circulation of 
15,900 and over were selected as a basis for this study. 
In comparing local retail display advertising rates 
with general advertising rates, three bases for com- 
parison are shown in the study: (1) published rates 
per column inch for both categories are quoted; (2) 
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retail and general milline rates were computed based 
on total retail and city zone circulation of each news- 
paper; and (3) the per cent of excess of the genera] 
rate over the retail rate is shown. In order to com- 
pare rate differentials of newspapers of approxi- 
mately the same circulation, the newspapers are 
separated into five size categories. 

The results of this study indicate that the general 
advertiser pays rates averaging 89.3 per cent higher 
than the retailer using 20,000 column inches per 
year. Some or all of this differential may be justified 
by newspapers on the basis of higher selling costs, 
more services rendered, and greater effective circula- 
tion. It is apparent, however, that some newspapers 
are basing their differentials between retail and na- 
tional rates on what the traffic will bear. Nearly all 
dailies surveyed offer the advertiser one- or two-color 
ads, but few of the smaller newspapers offer three- 
color service. Publications with circulations of 
15,000 to 25,000 usually charge higher premiums for 
color than do larger newspapers. 

Of the 49 newspapers contacted, 40 quoted pre- 
miums for a “next to reading” position, 47 a 
premium for “full position.” 


1.10 Consumer Advertising: What Top Companies 
Are Spending. Chemical Week, September 2g, 
1956, pp. 98-39. [w.c.] 

The chemical processing industry is a large ad- 
vertiser. Of the 100 leading national advertisers, 
almost one third are chemical! process companies, led 
by the major soap companies. 

But large chemical companies, such as Du Pont 
which sell litthe to consumers directly, are on the 
list, too. Their advertising is to promote their brand 
name used in connection with materials supplied 
by them and incorporated by other firms into con- 
sumer products. 


1.11 The Amazing Advertising Business. Daniel 
Seligman, Fortune, September 1956, pp. 107- 
1iseq. [W.T.K.] 

In a new appraisal of the advertising agency busi- 
ness, Fortune has come up with some interesting 
viewpoints which should, in themselves, go far to 
counteract the malimpressions about the calling 
widely held. The advertising business, a manipulator 
of opinion, has itself suffered from rather bad pub- 
licity. Stereotypes about “the Madison Avenue man” 
have been built up by such books as The Hucksters 
(Frederic Wakeman), The Exurbanites (A. C. 
Spectorsky),, The Man in the Grey Flannel Suit 
(Sloan Wilson), and by other less respectable paper- 
back works until the American public has received a 
very distorted picture of the profession. Fortune 
attempts to explode the myth by claiming that the 
typical advertising man is little different from any 
other executive of similar income and stature. 

Fortune shows that advertising agencies are not 


“big business” when compared with industrial cor- 
porations: 3,300 agencies shared in the $500 million 
income which went to the agencies in 1955. The 
largest of them all, J. Walter Thompson, with a 
$220 million gross in 1955, netted $33 million and 
came out with a profit of about $3.3 million. 

Mr. Seligman provides other information regard- 
ing services offered by the agencies, advantages of 
size, profit margins, agency organization, strategies 
in handling clients, etc. 

The article affords 2 good bird's-eye view of the 
business as a whole. But there is little material that 
wili not be familiar to the specialist in the field. 


1.12 Television Within the Social Matrix. Robert 
V. Hamilton and Richard H. Lawless, The 
Public Opinion Quarterly, Summer 1956, pp. 
393-403. [W.T.K.] 


The social and individual effects of television 
have received a great deal of attention. Few of the 
past studies, however, are structured to any theoreti- 
cal framework. This study makes an attempt to ori- 
ent television toward the general action theory of 
personality. 

Seventy-three television families and 75 nontele- 
vision families were studied in Wichita, Kansas, on a 
matched randomized cluster basis. Interviews de- 
signed to reveal changes in the personality system, so- 
cial system, and culture system areas were designed 
and administered. 

The following differences were noted between the 
television and nontelevision groups: (1) TV families 
tend to stay home more and to visit friends less; (2) 
when social intercourse is engaged in, looking at TV 
tends partially to replace other forms of activity such 
as conversation, card playing, etc.; (§) there is some 
reduction of time spent in creative hobbies; (4) other 
types of family activities (going to the movies, pleas- 
ure driving, etc.) tend to suffer, but the TV families 
seem to regard television viewing itself as a family 
activity. 

Television seems to cause a good deal of family dis- 
agreement; 35.4 per cent of the families reported 
frequent disagreement on the selection of programs. 
The survey also found that, the child has more influ- 
ence in selecting the program than either the husband 
or the wife. 

Most television-owning families like the medium: 
only 17.8 per cent expressed dislike compared with 
56 per cent disliking in the nontelevision group. But 
they rationalize their reasons for liking TV in pe- 
culiar ways: 50.7 per cent said it was because it “keeps 
the family at home.” Only 19.2 per cent admitted 
liking TV because it entertained them, and but 8.2 
per cent admitted buying a set to “keep up with the 
Joneses.” 

The authors conclude that television is becoming 
absorbed within the action system of the personali- 
ties of our culture. It offers little interference with 
personal habit routine but is itself a part of the social 
action value system. 
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5. COMMUNICATION AND MARKET NEWS 


5.1 How an Educator Looks at Industrial Activities 
in the Field of Communication. Elwood Mur- 
ray, The Journal of Communication, Summer 
1956, pp. 51-55. [W-L.] 

Each message faces at least four sorts of overlap- 
ping hazards in the communication process: 


1. Physical hazards—it may not be seen or heard. 

2. Semantic hazards—it may be misunderstood or 
misinterpreted. 

3. Sociological hazards—it may not be accepted as 
important by the group. 

4. Feedback hazards—the sender may ignore or 
misinterpret audience reaction. 


“Business enterprises go bankrupt because of group 
illness, just as persons suffer from breakdowns, neu- 
roses, or other types of mental ill health.” A mentally 
ill person is characterized by the inability to take in 
information, to evaluate information properly, or to 
evaluate the changes which go on about them. Most 
bankruptcies in business appear to result from simi- 
lar inabilities. The mental health of either a person 
or a business depends upon the ability to communi- 
cate successfully. 

Effective leadership requires an understanding of 
the nature of man-to-man communication as a two- 
way interacting process and an awareness of the points 
in these processes where misunderstanding and con- 
fusion can arise. 


5.2 The Impact of Health News On Attitudes and 
Behavior. Charles F. Connell and James C, 
MacDonald, assisted by Winifred F. Del- 
champs, Journalism Quarterly, Summer 1956, 
PP- 315-23. [W.L.] 

“A survey was carried out in Ann Arbor, Michigan, 
in November 1954, with the objective of determining 
the effect which the information supplied by mass 
media had upon people's attitudes towards a possible 
relationship of smoking to cancer.” A number of 
general questions about reading, listening, and view- 
ing habits were also raised. The study was under- 
taken as a university class project and the popula- 
tion surveyed was the residents of Ann Arbor, 18 
years or older, excluding those living in institutions, 
dormitories, fraternities, sororities, and other organ- 
ized student houses. 

A probability sampling technique was used. First, 
a sample of dwelling units was selected at random and 
within each unit all members 18 years or older were 
listed. Then, by means of a selection table, which 
assured each member of the dwelling unit an equal 
chance of selection, the respondents were chosen at 
random by the interviewer. A response rate of Bs 
per cent was realized and 228 persons were inter- 
viewed. 

Fifteen statistical tables are presented concerning 
the answers received to various questions. 


The major findings are: 


1. Among nonsmokers, the higher the education, the 
more likely the person is to accept the cancer re- 
lationship as proved. 

2. Among smokers, the higher the education, the less 
likely the person is to accept the cancer relation- 
ship as proved. 

3- Smokers are less likely to report having read rele- 
vant articles on health and science. 

4. For smokers who changed their behavior more 
than one third mentioned the articles as the main 
reason for changing. 

5- Magazines are the media most trusted for accurate 
information on health and science. 

6. As a general source of news, nearly all respondents 
read newspapers, about one half listened to the 
radio, one third read magazines, and about one 
fifth watched TV news. 

. Newspapers and radio compete as a source of 
news while TV is far in the lead as a source of en- 
tertainment. 

8. Younger people and better-educated groups use 

more sources for their news and spend less time 
reading newspapers. 


7B. CUSTOMER ANALYSIS: ULTIMATE CON. 
SUMERS 


7B.1 Survey ef Ceylon’s Consumer Finances. Mar- 
garet G. Reid, American Economic Review, 
December 1956, pp. 956-64. [8.c.1.] 


This article reviews the first comprehensive and 
representative study of consumer finances completed 
for an Asian country (Report on the Sample Survey 
of Ceylon’s Consumer Finances, May 1953; Colombo: 
Central Bank of Ceylon, 1954, 50 cents), and compares 
the data so developed with similar statistics for the 
United States. The principal points noted are: 


(1) The ratio of female income earners to male 
earners in Ceylon is lower than in the United States, 
but the Ceylonese female workers receive a larger 
portion of the total earnings. This suggests that males 
in the U, S. have been able to pre-empt specialized 
jobs (not available in Ceylon) carrying higher rela- 
tive rates of pay. 

(2) Differences in income associated with differ- 
ences in (a) race and (b) income are more pronounced 
in Ceylon than in the U. S. 

(3) Incomes in Ceylon are more equally distributed 
among consumer units than among income receivers, 
as is true in the U. S. and other countries. 

(4) Number of income-receivers per spending unit 
rose appreciably with the average income of Ceylon 
spending units. Probably a somewhat similar tend- 
ency exists in the U. S. 

(5) Analyses on various bases results in contradic- 
tory conclusions as to the relative degrees of income 
inequality in Ceylon and the U. S. 

(6) Food receives a much higher and housing a 
much lower proportion of Ceylonese expenditures 
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than is true in the U. S. The study confirms other 
observations that “where real income is low, cereal 
products tend to be especially important, and meat, 
fish, eggs and milk are rather unimportant.” 

(7) Consumption functions estimated from the 
survey data tend to be much the same for Ceylon as 
for the U. S., with average income elasticity of total 
expenditures being .77 and 8g respectively for the 
two countries. The same degree of similarity does 
not obtain between the consumption functions for 
individual commodity categories. 

(8) A conjectural question drew the response from 
Ceylonese consumers that they would substantially 
reduce their indebtedness “if income increased 10 
per cent next year.” Similarly, they predicted that a 
10-per cent drop in income would cause a considera- 
ble increase in debt. Reid concludes that debt plays 
the same role in consumer financial management in 
Ceylon that it does in the U. S. 


It is hoped that similar studies can be made for 
other countries so as to facilitate international com- 
parisons and the development of a general theory of 
consumer behavior. 


7B.2 People—Money—Markets. Magazine Advertis- 
ing Bureau, 271 Madison Avenue, New York 
16, N. Y. 

This 48-page book summarizes certain consumer 
income and expenditure information which was orig- 
inally collected and processed by the Bureau of Labor 
Staustics of the U.S. Department of Labor. 

Beginning in June of 1956, the Wharton School of 
Finance and Commerce, University of Pennsylvania, 
commenced publishing the detailed results. The 
Wharton series will consist of 18 volumes, with some 
8,000 pages. 

Magacine Advertising Bureau secured from the Bu- 
reau of Labor Statistics several hundred special tabu- 
lations of the purchase and income information col- 
lected in the survey. Those tabulations cover 
expenditures for a wide range of commodities and 
services as well as the possessions of durable goods 
and details on other family economic and social 
factors. In each of these tabulations, facts were further 
reported by the BLS in terms of the magazine-buy- 
ing vs. the nonbuying families in the urban market. 

‘Lhese special MAB analyses will be of value to na- 
tional advertisers and their agencies. Since the BLS 
survey was primarily an investigation of product ex- 
penditures, the MAB tabulations are convenient sum- 
marics of the market facts on scores of individual 
products and services—showing urban expenditure 
volume both in total and by annual family income 
levels. Also, the MAB tabulations give new and au- 
thoritative information on the market importance of 
the families buying magazines, commodity by com- 
modity. 

This book reproduces some of the highlights. 
MAB will supply, on request, special folders which 


summarize additional information available on par- 
ticular products. 


7B.3 Some Facts On Smoking Habits of Men and 
Women. Agricultural Marketing, Department 
of Agricuiture, October 1956, 15 cents. [K.A.c.] 


A Department of Agriculture survey of persons 
over age 18 indicates that more than half the men 
and one quarter of the women smoke cigarettes 
daily, usually 10-20 per day. The volume of smoking 
increases with income level. Cigars are smoked daily 
by 6 per cent, occasionally by around 16 per cent of 
the men at all income levels. Regular pipe smoking 
claims 8 per cent of the males with incomes, 11 per 
cent of those with no incomes, and 28 per cent of 
those over age 65, with no incomes. 


7BA The Great Back-to-Work Movement. Fortune, 
July 1956, pp. 91-93seq. 

The second in a series;-“"“Women and Business,” 
this article explains to marketing men the increased 
importance of women as employees. There are now 
21 million employed women; go per cent of the coun- 
try’s married women now work, compared with 15 
per cent in 1940. Even more striking is the fact that 
18.2 per cent of all women with children under five 
years old hold jobs. Formerly, women left their jobs 
to get married; now, they return after the honeymoon 
and go right on working. 

The implications for marketing are plain. Our 
married women who work augment the family in- 
come. No small part of the unprecedented upgrading 
of family incomes during the past 15 years has been 
due to the increased purchasing power that they have 
brought home. This, in turn, has created new demand 
for all goods, and has had some interesting differential 
effects. For example, the demand for quick frozen 
foods, prepared dinners, prepared mixes and the like 
has been stimulated. The appeal to time saving and 
convenience can be used with great success for a 
large variety of items. 

There are important sociological implications as 
well. The independence of the working wife has 
tended to displace the husband as the sole bread- 
winner. One would suspect from this that her powers 
over family policy have been greatly enhanced. For 
the marketing man, this means further attention to 
the female segment of his market. 


7B.5 1956 Survey of Consumer Finances-Durable 
Goods. Federal Reserve Bulletin, August 
1956, pp. 806-22. [W.T.K.] 


Everybody knows that 1955 was a prosperous year 
for the automobile industry. The reasons for this 
opulence are revealed by the current study of du- 
rable-goods expenditures. About 11 per cent of all 
spending units bought a new car in 1955 (compared 
with 8 per cent in 1954) and paid $3,000 per car or 
more in 42 per cent of the cases (g0 per cent in 1954). 
It is a young market, as shown by the fact that 44 per 
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cent of all spending units headed by someone falling 
between the ages of 18 and 24 years bought a car, 
compared with only 12 per cent of those in the 25-or- 
over age brackets. Instalment credit financing is still 
resorted to in § out of 5 purchases of both new and 
used cars—a ratio that has not changed much in re- 
cent years. 

We are almost three quarters of the way toward 
the goal “a car for every family.” The Survey re- 
vealed that 70 per cent of all spending units owned a 
car; 9 per cent, indeed, owned two or more. Non- 
ownership seems to be a phenomenon of advanced 
age, since go per cent of all married couples under 
45 years of age for the family head have a car. 

Consumer expenditures on other durable items 
such as furniture and household appliances increased 
much more moderately than did purchases of auto- 
mobiles in 1955, but 45 per cent of all spending units 
managed to buy one or more items in these categories. 

1955 was a good year for the housing market. About 
5 per cent of all nonfarm spending units purchased 
homes that year, further boosting home ownership 
to 52 per cent (versus 43 per cent in 1948). Young 
families continue to escape from the parental roof: 
only 8 per cent live with relatives compared with 15 
per cent in 1948. The median values of houses owned 
in 1955 was about $10,000. 


8. FINANCING 


8.1 The Role of Factoring in Modern Business Fi- 
nance. Clyde William Phelps, Studies in Com- 
mercial Financing No. 1, 1956, jopp. (Balti- 
more: Educational Division, Commercial 
Credit Company.) [R.1.c.] 


If the query “exactly what is factoring?” is put to 
marketing students before they read this study, the 
chances are that the answers would be something like 
these: “it has to do with textiles” or “it is a sign of 
weakness.” After reading this study, they should have 
and will have a much clearer and better-informed 
opinion of this important financial activity in market- 
ing. 

This excellent study covers a subject that has been 
a source of confusion in the minds of most people. 
Contrary to the common belief, factoring is an opera- 
tion decidedly different from ordinary non-notifica- 
tion accounts receivable financing. That factoring 
has come to be such an important element in market- 
ing finance is indicated by its annual volume which 
is running currently around four billion dollars. Yet, 
prior to this publication, only a few brief articles and 
fragmentary references to it have appeared in the 
marketing literature. 

Since Professor Phelps’ study is only 70 pages in 
length, he has limited his treatment of the subject to 
answering the fundamental questions about factoring 
which arise in the mind of the general reader, telling 
what factoring is, what it does in terms of functions 
performed, how it may be used advantageously by 
what kinds of business firms, what it costs and how 


to evaluate the costs, what collateral services are 
performed by factors for their clients, and what the 
recent trends are in factoring as a unique institution 
in the field of business finance. 

Outside of the fact that this study clears up the 
confusion about what factoring actually is and does, 
perhaps its most important contribution is the treat- 
ment of how costs involved in factoring should be 
analyzed. Here, it is rightly pointed out that the 
commission costs and interest costs must be analyzed 
separately instead of being lumped together in a 
mongrel figure which cannot be compared accurately 
with any existing set of statistics. 

This study is an important step in bringing about 
a clearer understanding of one of the close ties that 
exist between marketing and finance. 


8.2 Credit Managers Swap Data. Chemical Week, 
September 29, 1956. pp. 42, 44. [W.c.] 


The average chemical company write-off as bad 
debts is less than one twentieth of 1 per cent. There 
are several specialized credit groups to serve the in- 
dustry, the largest being the National Chemical 
Credit Association which furnishes to member com- 
panies data supplementing that furnished by the 
large credit agencies such as Dun & Bradstreet. 


8.3 1956 Survey of Consumer Finances-Consumer In- 
debtedness. Federal Reserve Bulletin, July 
1955, pp. 690-706. [W.1.K.] 

The consumer would seem to be further in hock 
than ever before, according to this latest study of con- 
sumer debt. Mortgage debt and charge accounts ex- 
cluded, personal debt was incurred by 54 per cent of 
all spending units in early 1956 compared with 33 
per cent in early 1949. About 45 per cent of all spend- 
ing units reported instalment debt. Frequency of in- 
debtedness was greatest in the middle-income brack- 
ets ($3,000 to $7,500 per annum), since lower-income 
families cannot get the credit as readily, and higher- 
income units do not have as great a need for it. 
Curiously enough, about 7 out of 10 spending units 
with instalment debt reported some liquid asset 
holdings. This reflects a considerable liquidity prefer- 
ence, probably of a precautionary nature. 

The size of the payments is interesting. If you 
eliminate units with “no payments” or “unascer- 
tained cases,” the remaining spending units with 
obligations break down as follows: 12 per cent have 
1 to g per cent of their disposable income committed; 
$0 per cent from 10 to 19 per cent; 35 per cent from 
20 to 39 per cent; and 23 per cent of the units have 
committed 40 per cent or more of their disposable 
incomes (5.4 per cent have committed 60 per cent or 
more!). Perusal of such figures leads to the conclusion 
that a great many American consumers (principally 
in the younger middle-income groups with children) 
are up to their ears in debt and that repayments 
thereon must constitute a crushing burden on the 
family income. 
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9. FOREIGN MARKETING (including Marketing 
by Domestic Firms in Foreign Countries, and In- 
ternational Trade) 


9.1 So You Want to Invest Abroad. How Forty-Six 
Countries Compare. A. O. Stanley, Editor, 
and M. L. Weaver, Dun’s Review and Modern 
Industry, December 1956, pp. 103-10. [®.L.c.| 


Exporting plants instead of products appears to be 
the new trend—and it takes more know-how. For 
companies considering overseas manufacture, Dun’s 
Review and Modern Industry has done a basic re- 
search job—to help in choosing investment areas. 


9.2 Getting Your Share of Overseas Markets. 
Charles H. Lee, McKinsey & Company, Inc., 
Dun's Review and Modern Industry, Novem- 
ber 1956, pp. 4off. [R.L.c.} 


Rich new overseas markets may be more accessible 
than you think, and there is more than one way of 
penetrating them. Companies that ignore the possi- 
bilities abroad may be passing up important opportu- 
nities for long-term gains. While some obvious diffi 
culties exist, they are not insurmountable; in fact, 
some American producers have turned them to ad- 
vantage. Mr, Lee analyzes the new trends in overseas 
business and explains the benefits and pitfalls of the 
various methods of coping with them. 


9.3 Canada’s New Census Shows Five Year Spurt. 
James Johnston, Printers’ Ink, December 21, 

1955, pp. 63-65. 
1980: The Automobile and Canadian Markets. 
Printers’ Ink, November g, 1956, p. 99. [£.J-K-] 


The final results of the June, 1956, Canadian 
Census are expected to show a population of over 
16,000,000 compared with 14,009,429 in June, 1951. 
Trends in the 1956 results indicate: Canadian met- 
ropolitan areas are still growing rapidly, there is a 
major growth in smaller cities, and the farm to city 
trend continues, Detailed tabulations for Canadian 
metropolitan areas with Over 100,000 population and 
for cities with populations of 10,000 to 100,000 Clas- 
sified by provinces are included in the first article. 

‘The automobile in Canada will probably be the 
same spur to suburban living, industrial decentrali- 
zation, tourism, retailing, and other activities that 
it has been in the United States. Therefore, of inter- 
est to marketers in Canada are the estimates of the 
Ford Motor Company that automobile registrations 
will jump from the present 4,755,000 to 9,200,000 in 
igo and the British American Oil Company estimate 
of 12,200,000 vehicles by 1980. Currently, the United 
States has one motor vehicle to each 2.8 persons; 
Canada has one to each 4.2 persons. Information on 
car ownership and car radios and automobile ex 
penditures classified by provinces and major areas 
is included in the second article. 


9.4 Selling Costs and Advertising Expenditures in 
Scandinavia. Max Kjaer-Hansen (Copenha- 
gen: Federation of Nordic Marketing Associa- 
tions, 1956). [R.L.C.] 


This 40-page study is an analysis of advertising ex- 
penditures in Denmark, Finland, Norway, and 
Sweden for the year 1953. The analysis was carried 
out simultaneously in the four countries on a com- 
parable basis in an effort to determine how much was 
being spent on advertising and to relate this to the 
respective national incomes as well as the total cost 
of selling. 

In his introduction P. Fabricius, President of the 
Federation of Nordic Marketing Associations, writes 
as follows: “To the best of our knowledge, this is 
the first time that a job of this nature has been 
undertaken; furthermore, the definition and dis- 
cussion of selling costs contained in the first part of 
the report represents a pioneering effort, which we 
hope will inspire further studies of these problems.” 

Professor Hansen is a member of the faculty of 
the Copenhagen School of Business Administration. 
Copies of this study may be obtained from Peter 
Olufsen, Nordisk Salgs-og Reklameforbund, Hol- 
laendernej 28, Copenhagen V, Denmark. 


9.5 Europe Edges Toward a Common Market. Mi- 
chael A. Heilperin, Fortune, September 1956, 
pp. 142-448eq. [W.1.K.] 


Fathered in part by the European Community for 
Coal and Steel, the idea of a Common Market for all 
products emerged during the summer of 1956. The 
so-called Spaak Report was accepted in May as a 
basis for drawing up a treaty by the six foreign 
ministers of the nations concerned (West Germany, 
France, Italy, Belgium, the Netherlands, and Lux- 
embourg). This article discusses the major pro- 
visions of the Report, which should be of great 
interest to all American economists and business 
administrators. 

Ihe plan would eventually create a market con- 
taining a population nearly as large as that of the 
United States, although with about one third of our 
national income. The total foreign trade of the six 
nations is about equal to our foreign trade. Over a 
span of three four-year periods, the tariffs on products 
of other member nations would be successively re- 
duced by each member by two 40-per cent decrements, 
and a final 4o-per cent decrement. Designed to allow 
time for cushioning the inevitable economic readjust- 
ments, the ultimate goal would be completely free 
trade within the six-nation area. 

A “readaptation fund,” similar to that provided 
in the Iron and Steel Community Treaty, is set up 
to lessen the dislocation of labor due to industrial 
shifts within the area. Affected workers would be 
given unemployment relief, relocation money, and 
retraining facilities by the Common Market author- 
ity. In billion dollar fund would be 
created to aid injured industries to convert to other 
lines of enterprise. 


addition, a 
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Ihe plan may well be wrecked on the rock of 
monetary policy, however. As long as the Common 
Market does not have a common currency, balance 
of payment difficulties are inevitable. Exchange con- 
trols will result; these are much more pre-emptive 
than tariffs. 


9.6 “Big Three” Shares $100-Million Boom in Can- 
ada Soap. Chemical Week, November 24, 
1955, pp. 48, 50, 52. [wW.c.] 


The Canadian soap and detergents industry in- 
creased its annual production from $37 million in 
194% to over $100 million in 1955. About 80 per cent 
of this business is done by wholly owned subsidiaries 
of the same companies who are the “big three” U, S. 
soapers: P. & G., Lever, and Colgate. 

Of $45 million worth of raw material used, about 
20 per cent is imported. New Canadian plants to 
make detergent aklylate, now imported, should be 
in operation early in 1958 and reduce imports. 

19 and detergent retail prices are about 40 per 
cont higher in eastern Canada than in the United 
States and even higher in western Canada. 

Of total Canadian use of soap and detergents of 
300 million pounds, about 160 million is soap and 
140 million, detergents. Total imports are only about 
one million pounds. 


9.7 To Go International, Go “Local.” Chemical 
Week, November 3, 1956, pp. 40, 42. [w.c.] 

In setting up its foreign subsidiaries, Pfizer Inter- 
national views the world market as a series of indi- 
vidual “domestic” markets. Features of Pfizer's opera- 
tions abroad include (1) decentralization: having 
managers in each foreign market determine, alter 
considering local trade and other practices, what 
marketing policy should be and (2) emphasis on local 
employment, top to bottom. 


Pfizer divides the world into seven areas with an 
area manager in each in charge of sales training, ad- 
verlising, promotion, etc. Under the area managers 
are general managers recruited from the various 
countries to serve in their particular locality. 


10. GENERAL MARKETING STUDIES 


10.1 Minnesota Retailers: Their Trade Associations 
and Chambers of Commerce. Stanley C. Hol 
lander and Emil Shipka, Business News Notes 
#30, University of Minnesota, June 1956. 
[R.E.M.] 


The ways in which Minnesota retailers use their 
chambers of commerce, mer- 


trade 


voluntary associations 


chants’ councils, and solve 
certain common problems is the rather unique sub 
ject of this study. As the authors point out, the study 
is suggestive rather than conclusive or definitive be 


cause of limitations on its scope 


associations) to 


To obtain some impression of retailers’ evaluation 


of voluntary association 
conducted with 


services, interviews were 
Minnesota merchants, predomi- 
nantly in the Minneapolis area. Although most re- 
tailers interviewed belonged to at least one voluntary 
association, only about two thirds of the group were 
rated as “helpful” while slightly more than one third 
were considered “not particularly helpful.” Most 
of the retailers, however, felt that group advertising 
and promotion by chambers and trade associations 
were helpful. Less than one fourth indicated receipt 
of any useful assistance in sales training from their 
associations. Very few merchants responded to a 
question concerning services not now supplied but 
desired from associations. 

Apparently, the survey shows that special opportu- 
nities for increased service seem to exist in (a) the 
provision of help in sales training and (b) the dis- 
semination of operating ratio statistics and other 
managerial guides. The need is for a closer identifi 
cation of the needs of the merchant with the services 
offered by trade associations and chambers of com- 
merce. In this way, interest in associations 
chambers of commerce by the merchant 
strengthened. 


and 
will be 


10.2 Marketing: New Harness for Management. 
Printers’ Ink, November 23, 1956, pp. 21-7ell. 


The article is a transcript of the six-man Printers’ 
Ink round table on the meaning of marketing, the 
role of advertising in marketing strategy, and the 
relationship of the advertising agency to the inte 
grated marketing concept. Observations are included 
on the function and scope of the marketing-manage 
ment concept at Kraft Foods Company and F. and 
M. Schaefer Brewing Company 

The topic discussed is a vital one, for as expressed 
by discussant Charles W. Smith, “Top managment 
simply can't afford to stumble any more in the area 
of long-range planning.” A marketing manager who 
sees and understands the over-all picture and the 
need of integration in business can be one more 
hedge against serious planning and operating mis- 
takes. 


10.3 Some Bureau of the Census Publications. July 
December 1956, 2-1 7pp. 


Income of Persons in the United States: 1955 (1-60-23). 

Income of employed males rose 4.7 per cent in a 
year to a new record median of $3,400. Fully em- 
ployed males reached $9,900; part-time male workers, 
only $700. Part of this increase came from rate in- 
creases, part from greater regularity of employment. 

The greatest increase was for businessmen and 
salesmen who increased by 16 per cent. Women's 
incomes have remained at a median of $1,:00 for 
three years. Cash income of farm residents remained 


unchanged, down 16 per cent from the 1951 peak. 
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School Enrollment Increase Averages 1.6 Million a 
Year Since 1953 (P-20-70). 

University enrollments seem to be increasing 7 per 
cent per year, high school at 6 per cent, lower grades 
at around 4 per cent, and the over-all total at around 
4% per cent per year. 


Fertility by Duration of Marriage: 1950 (PC-14-22). 

Shows that higher educational brackets and white- 
collar families have fewest children and that upper- 
income brackets postpone arrival of first child and 
have last child earlier. Based on a 1-per cent sample. 
Discusses sampling error. 


Estimates of the Population of the United States by 
Age, Color, and Sex, July 1, 1950 to 1956 (P-25-146). 

The total population, including the Armed Forces 
overseas, increased 11.2 per cent. Whites increased 
10.7 per cent; nonwhites, 15.7 per cent. The ratio of 
nonwhites to whites was 10.9 per cent in 1956, 10.4 
per cent in 1950, and 12.1 per cent in 1goo. Birth and 
death rates are both lower among whites. 

The ratio of men to women has been dropping 
since igio, with men becoming fewer than women 
in 1950. 

Higher birth and lower death rates since World 
War II have resulted in a lower portion of the total 
population being in the middle-age groups than be- 
fore. The 5-13 year age group increased 1.7 per cent; 
the over-6s5, year age group, by 18.3 per cent; the 
25°44 year age group, by 3.7 per cent; while the 18-24 
year age group declined by 5.8 per cent. Meanwhile, 
the median age dropped from g0.2 to 29.9. This is 
the first time since 1800 that the median age has not 
increased with each census. Reason: Higher birth rate 
has outstripped lower death rate. 


Civilian Population of the United States, by Type of 
Residence, March 1956 and April 1950 (P-20-71). 

Population of 168 standard metropolitan areas 
seems to be increasing at about 214 per cent per year, 
which is four times as fast as the rest of the U.S. The 
outlying parts of these metropolitan areas seem to be 
increasing at nearly 5 per cent per year or six times 
as fast as their central cities. Half the growth in these 
outlying areas was in areas called rural in 1950. The 
excess among civilians of women over men nearly 
doubled, due partly to an increase in the Armed 
Forces abroad. 


Projections of the Number of Households and 
Families, 1960 to 1975 (P-20-69). 

Projects (does not forecast) possible levels of house- 
hold formation under four sets of reasonable as- 
sumptions. 


Projections of the Labor Force in the United States, 
1955 to 1975 (P-5§0-69). 

Revises 1952 projections and discusses effects of 
demographic and socioeconomic factors such as mar- 
riage and birth rates, urbanization, schooling, em- 


ployment of married women, depressions, wars, in- 
flation, and retirement rates. Provides four different 
projections based on four possible assumptions. 


Expansion of the Current Population Survey Sample: 
1956 (P-23-3). 

Sample size was increased by two thirds to an av- 
erage of 35,000 households in 330 areas in 453 coun- 
ties per month. Describes sampling and projection 
methods. This enlarged sample may permit future 
publication of data by geographical areas. 


Estimates of the Population of States and Selected 
Outlying Areas of the United States: July 1, 1950 to 
1955 (P-25-145). 

The largest numerical gains were in: California, 
over 2 million or 22.4 per cent; New York, over 1 
million or 8 per cent; Texas, 1 million or 13.4 per 
cent; Ohio, 12.6 per cent; Michigan, 15 per cent; Flor- 
ida, 29.2 per cent; Illinois, over one-half million or 
6.8 per cent. The largest percentage increases were 
in the least populated areas: Alaska, 62.5 per cent; 
Nevada, 47.1 per cent; Arizona, 34.3 per cent. The 
greatest loss was in Mississippi (46 thousand, 2.1 per 
cent). Continental U. S. has a total increase of g per 
cent (13.6 million). 


Estimates of the Farm Population of the United 
States, April 1950 to 1956 (P-27-23). 

Shows decline of 2.8 million in first three years, 
then a leveling off. Ratio of farm to total population 
dropped from 16.6 per cent to 13.3 per cent, part of 
a long-time trend. One in three lived on farms in 
1910. 


Households with Television Sets in the United States, 
February 1956 (H-121-2). 

Shows a 6-per cent increase in eight months to a 
total of 73 per cent with one or more TV sets. In 1950 
only 12 per cent had sets. Increases were most rapid 
in areas of least saturation: Northeast U. S. had 82- 
per cent coverage; North Central, 79 per cent; South, 
62 per cent; West, 66 per cent. Standard metropoli- 
tan areas had 82 per cent; rural areas, 55 per cent. 
This last is an increase from 46 per cent in eight 
months. In 18 months the multiple-set ownership 
rose from 2 per cent to 4 per cent of all households. 


Census of Business 1954—Retail Trade, Sales Size Ad- 
vance Report (R-2-2 Advance). 


Gives number of establishments, sales, and annual 
payroll by state, by kind of business, and by twelve 
sales-size groups. 


Census of Business 1954: Central Business District 
Statistics Bulletins (CBD series, one for each of 48 
large cities). 

Shows sales and payroll data and number of estab- 
lishments by type of retail trade for central business 
districts and standard metropolitan areas. 
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10.4 Japan’s Marketing Progress. Tide, October 12, 
1955, pp. 32-33. [E.J-K.] 

In 1955 the United States purchased one fourth of 
Japan's two billion dollar exports and was our fourth 
largest overseas market (after Canada, United King- 
dom, and Mexico). A Japanese government sponsored 
agency, JETRO, is surveying the strength of Japanese 
goods in the United States market in order to de- 
termine the next marketing move. Japanese china- 
ware, toys, and cameras were studied by questioning 
443 retailers, 1,304 households, and 45 importers and 
distributors of Japanese products using mail ques- 
tionnaires and personal interviews. Little prejudice 
against Japanese goods was found as a factor in 
either their distribution or sales. Japan's Noritake 
chinaware brand was found to have the highest per- 
centage of distributors among the outlets investigated 
of any competitive brand. It was found that retailers 
tended to favor German toys over Japanese toys but 
tended to be more favorable toward Japanese toys 
than American toys. Japan has been least successful 
in gaining acceptance in the United States camera 
inarket. From the study may grow increasing adver- 
tising cflorts to promote brand names and chinaware 
and result in more advertising by Japanese toy mak- 
ers in the form of cooperative allowance for retailers. 


i 
10.5 Marketing Strategy for the Small Guy. Louis F. 
Thomann, Printers’ Ink, October 19, 1956, 
44-G:ff. [e£.5.K.] 

The Pabco Products division of Fibreboard Paper 
Products Corporation of San Francisco has achieved 
a satisfactory market position though its competitors 
are larger in its fields of floor covering, paint, roof- 
ing, and industrial building products. Fundamental 
to the strategy of the company is acceptance of the 
concept of the functions of marketing as being divisi- 
ble into two categories: (1) programming, the planning 
and development of product, sales strategy, and pro- 
motion; and (2) execution or the operative selling 
function. This organizational concept has produced a 
strategy of related product lines, specific marketing 
plans biueprinted a year in advance, advertising cam- 
paigns with a different appearance to stand out from 
competition, merchandising of all advertising to the 


salesmen in packaged promotions, concentration on 
one brand name, and concentration in one region for 
some lines. 


10.6 Ronson: One Hundred Per Cent Sales Gain Is 
Four Year Goal. Russ Carpenter, Printers’ 
Ink, December 28, 1956, pp. 38-51. [&.J-K.] 


Ronson’s sales in 1954 were at their low point of 
$24,500,000. The company's sales goal for 1959-60 is 
over $45,000,000. The Ronson story is almost a classic 
one: sinall beginnings with a $5,000 investment; out- 
standing success under the original founder; then 
ponderous reaction to postwar market changes, trou- 


bled times, and the start of a comeback. The seven 
decisions made in 1954 by a new executive team fit the 
pattern of revival followed by many companies in 
recent years: 


1. Closing lighter production in outmoded facili- 
ties and razing eleven obsolete buildings. 

2. Centralizing policy making, finance, and sales, 
but decentralizing manufacturing facilities and op- 
erational responsibility. 

4. Expanding diversification by adding electric 
shavers and air products. 

4- Adding new models to the lighter line and pat- 
enting new features, 

5! Modernizing all manufacturing facilities. 

6. Financing plant expansion through long-term 
lease or lease- purchase arrangements and owning as 
few buildings as possible. 

7. Entering fields where the company reputation 
for precision products and for services could be fully 
utilized. 


11. GOVERNMENT REGULATION 


11.1 Price Warfare and Armed Conflict: A Com- 
parative Analysis. Ralph Cassidy, Jr., Michi- 
gan Business Review (Ann Arbor: University 
of Michigan School of Business Administra- 
tion), November 1956, pp. 1-5. [R.L.C.] 


After a scholarly analysis the author concludes that 
the analogy between price wars and armed conflict, 
while interesting, might be dangerous if carried too 
far. He continues, while similar in many respects, 
there are important differences between real war 
and intensive price disturbances. While it is gener- 
ally agreed that actual war is to be abhorred and 
avoided, if at all possible, it does not follow that 
price wars are a scourge to be eliminated at all costs, 

Price wars not only are not so destructive as their 
genuine counterparts, but, what is of even greater 
importance, the attempts by legislative means to 
eliminate them (except as they are predatory in na 
ture) would impair the vigor of competition. This 
would not only be unfortunate from the consumer 
point af view but from that of sellers as well. There- 
fore, laws which restrict the pricing activities of com- 
petitors might result in the elimination of price wars, 
but at much too great a cost in terms of the effective- 
ness of rivalry in our economic system. 


11.2 Sales Tactics Under Fire. Chemical Week, Sep- 
tember 22, 1956, pp. 100, 102. [w.c.] 


The U. S. Food & Drug Administration has warned 
drugmakers to stop issuing unauthorized new-drug 
brochures, and to stop pushing experimental drugs 
commercially. 

FDA has warned that they will suspend the viola- 
tor’s new-drug application, forcing withdrawal of 
the product from the market. 


| 
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12. HISTORY AND TRENDS 


12.1 Consumption and Production of Beer in the 
Year 1960. Robert R. Thek, American Brewer, 
September 1956, p. 64. [R.e.M.) 


‘The postwar period has brought a rapid change in 
the character of the brewing industry, as the author 
points out. Brewing, which is now highly scientific 
and technical, is becoming more mechanized every 
day. Heavy advertising is now the keynote in the 
merchandising of beer. This merchandising approach 
was necessitated by the shift to packaged beer and 
home consumption along with the emergence of na- 
tional brands after World War Il. The result of 
these shifts is a market typified by intense competi- 
tion, This keen competition of the postwar years has 
forced many small breweries out of business, the 
number of breweries dwindling from 510 in 1942 to 
266 in 1956. 

The approach followed in arriving at a 1960 esti- 
mate of nationwide beer demand was quite direct 
Projections were based on a potential per-capita con- 
sumption factor or the expected number of people 
available to drink beer in 1960. Population estimates 
were weighted according to variations in consumption 
patterns (for example, heaviest consumers are males 
between the ages of 21-99, lightest drinkers are fe 
males over 60 years of age). Increases in distributor 
and/or consumer inventories were isolated to pre 
vent distortion of the true consumption figure. The 
consumption factor projection itself is based more 
on the absence of negative growth factors rather 
than on concrete reasons why the actual consumption 
should rise or at least hold steady. 

Anticipating long-term general economic expan 
sion coupled with a female market that is virtually 
untapped, the author forecasts estimated tax-paid 
withdrawals of go,275,000 barrels for the year 1960. 
This is a 6.6 per cent increase over the 1953-54 aver- 
age of 84,675,000 barrels, 


12.2 Some Implication of the Recent Literature on 
the History of the Petroleum Industry: A Re- 
view Article. Ralph W. Hidy, The Business 
History Review, September 1956, pp. 329-46. 


Citing some 46 recent books on the topic, Hidy 
asserts that petroleum is one of the most thoroughly 
examined American industries. Since many of the 
studies cited such as Bain’s and Cassady’s are con- 
cerned with petroleum marketing, readers of this 
JOURNAL may be interested in Hidy’s comments. 

Ihe available source materials are subjected to 
rather severe criticism. Too many historians have re- 
lied upon journalistic materials (prepared in haste 
without adequate checking), transcripts of govern- 
ment investigations (subject to charges of bias and 
partiality), and company records (subject to similar 
charges). Historians also have been prone to ascribe 
behavior to simple causes and motives rather than 
to a whole complex of market, social, political, and 


human factors. However, Ralph Cassady’s study of 
price formation and competition appears to present 
significant data on the prevalence of competition 
under conditions of price leadership and raises an 
interesting question as to why the price leaders have 
not been able to maintain their relative market 
shares. 


12.3 Bank Credit and Money. Federal Reserve Bul- 
letin, July 1956, pp. 683-89. [w.7.K.] 


Among other things, this article points out im- 
portant shifts in current expansive forces in the 
American economy. Increase in demand for residen- 
tial housing and consumer purchases of automobiles 
and other durable goods were the main props of 
prosperity in 1955. Expansion in the first half of 
1956 was mainly supported by increased business 
plant and equipment outlays. Economists may well 
raise the question whether this trend, if continued, 
will presage overinvestment in the remote stages of 
production and increase the risk still further of fu- 
ture price deflation. 


12.4 Biggest Year for Big Business. Fortune, July 
1956, pp. 88-89. [W.1.K.] 


Economists are still arguing the issue of whether 
business has been further concentrated into fewer 
hands in recent years. The 500 largest corporations, 
at any rate, had a very good year in 1955. Estimated 
to account for about one half of the nation’s indus- 
trial output that year, their sales rose 18 per cent 
over 1954 to a total of $161 billion. Generally profita- 
ble, some were spectacularly so. General Motors en- 
joyed a profit of $1.2 billion on $12.4 billion sales. 
The meat-packing industry increased total sales vol- 
ume by 1 per cent and improved earnings by 146 per 
cent. Spearheaded by AT&T ($14.5 billion assets), 
there are now 22 companies with assets of $1 billion 
or more. 


14. MANAGERIAL CONTROL (including Ac- 
counting Control, Inventory Control, Statistical 
Control) 


14.1 Punch Cards Up Tech Service Productivity. 
Chemical Week, November 3, 1956, pp. 44, 
46, 48. [w.c.] 

Growing use of technical service as a sales tool 
plus severe shortage of technical personnel means less 
time to spend hunting product data. Chemical com- 
panies are starting to attack this problem by coding 
and summarizing data on punch cards for quick and 
easy access. 


14.2 Small Firm Can Whip Paperwork. Gordon R. 
Jones, Credit and Financial Management, 
November 1956, pp. 20-21. [W.L.] 


Delco Chemicals, Inc., with little capital for addi- 
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tional equipment and personnel, was faced with the 
following problems: 

1. Sales and accounts receivable detail had in- 
creased to the point where billings to customers were 
seldom current. 

2. Accounts receivable’s postings lagged; conse- 
quently, collections suffered. 

3. Sales information and analysis were on the verge 
of being abandoned due to the time required for 
preparation. 

A three-phase plan was carried out: (1) a nine-part 
snapout form was engineered to combine shipping 
documents, invoices to customers, and sales acknowl- 
edgements; (2) an IBM tabulation service agreement 
was entered into; () a tub system of accounts re- 
ceivable with proper controls was adopted. The re- 
sult has been that Delco Chemicals has more than 
doubled its item count transactions and actually in- 
creased the accuracy and currency of records and files 
without additional personnel. Capital investment 
was extremely small. 


14.3 On the Theory of Dynamic Programming—A 
Warehousing Problem. Richard Bellman, 
Management Science, April 1956, pp. 272-74- 
[w.L.] 


This article will be of interest to the mathemati- 
cally trained student of marketing. Bellman indicates 
how general “warehouse problems” may be reduced 
to a very simple and straightforward computational 
problem by using the functional equation technique 
of the theory of dynamic programming. 


15. MANAGERIAL ORGANIZATION OF MAR- 
KETING ACTIVITIES 


15.1 Dysfunctional Consequences of Performance 
Measurements. V. F. Ridgway, Administrative 
Science Quarterly, September 1956, pp. 240-47. 
{w.L.] 


While quantitative measures of performance are 
useful tools, research is suffering from indiscriminate 
use of such measures and insufficient knowledge of 
their full effects and consequences. This article 
briefly reviews knowledge of the dysfunctional con- 
sequences, resulting from systems of performance 
measurements. It is shown that quantitative per- 
formance measurements—whether single, multiple, 
or composite—have undesirable consequences for 
over-all organizational performance. 

Single criteria are inadequate since they often mo- 
tivate the individual to efforts which may be detri- 
mental to the organization's goal. In the use of mul- 
tiple criteria, the individual is forced to rely on his 
judgment as to whether increased effort on one cri- 
terion improves over-all performance or whether 
there may be a reduction in performance on some 
other criterion which will outweigh the increase in 
the first. Composites, which involve a weighting of 
criteria, often result in the recognition of the 


“ratchet principle” by workers (wherein an increase 
in performance becomes the new standard) and their 
use may have adverse consequences. 

A requisite for managers to make better use of 
their personnel is better knowledge of organizational 
behavior. Even the use of measures intended as 
merely informational devices are often construed as 
job definitions and have important implications for 
the motivation of behavior. These motivation and 
behavior consequences of performance measures are 
inadequately understood by management. 


16A. MARKETING OF SPECIFIC GOODS AND 
SERVICES: AGRICULTURAL GOODS AND 
RAW MATERIALS 


16A.1 Balance Sheet of Agriculture, 1956. Federal 
Reserve Bulletin, August 1956, pp. 823-2. 
[W.T.K.| 


The farm problem is not yet as acute as it was in 
the 1930's. But the fact remains that the total gross 
farm income declined about 2 per cent between 1954 
and 1955. Of significance is the increase in produc 
tion costs during the same period from $17,194 mil- 
lions to $17,369 millions. Thus, there has been some 
what of a squeeze on the farmer between declining 
agricultural income and increasing production costs, 
resulting in lower net income. Increase of mortgage 
debt on farms of 10 per cent and of other debt by 
0.8 per cent during the 1954-55 period affords further 
indication of trouble in the farm belt. 


16A.2 Foreign Agricultural Trade of the United 
States, Fiscal Year 1955-56. Department of 
Agriculture, November 1956, 6Gopp. [K.A.c.] 


Agricultural exports for the year were the highest 
in 29 years, approximately the 1926-27 level and 
within 7 per cent of the all time high of 1918-19. 
They were up 11 per cent in value and 16 per cent in 
quantity from last year. Causes included high levels 
of economic activity abroad, rising populations, more 
liberal import policies, increasing U. S. expenditures 
abroad, and supply shortages abroad. Contains dis 
cussion and tables, by commodities. 


16A.3 More Riddles for Rosin. Chemical Week, Oc- 
tober 27, 1956, pp. 122, 124, 126. [w.c.] 


The troubles of the United States naval stores in- 
dustry which produces products from tree gums are 
almost chronic. Although production of wood rosin 
climbed to an all-time high of nearly 714 million 
pounds in the 1955-56 crop year, gum rosin produc 
tion dropped to an all-time 236 million pound low 
and will probably drop lower in the 1956-57 current 
crop year. 

Despite ample demand, producers cannot up U.§ 
gum rosin production due to lack of trees which are 
going to pulp and paper producers. Asa result China 
is emerging as a major producer, Mexico is entering 
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the field, and users are turning to tall oil rosin, a by- 
product of the pulp industry. U. S. tall oil rosin pro- 
duction is rapidly increasing. 


16B. MARKETING OF SPECIFIC GOODS AND 
SERVICES: INDUSTRIAL GOODS 


16B.1 Barite: Climbing to a Crisis? Chemical Week, 
October 1, 1956, pp. 102, 104, 106. [w.c.] 


United States barite consumption is growing so 
fast that some marketers fear depletion of mineral 
reserves. In five years demand was jumped 7o per 
cent from 786,000 tons in 1950 to 1.4 million tons in 
1955. By 1960 demand may hit 1.75 million tons a 
year. About 85 per cent is used in formulating oil 
well drilling needs. Other uses in order of impor- 
tance are in barium chemicals, lithopone for paint 
pigment, glass, paint, and rubber. 


16B.2 The Dynamic Dye and Pigment Industry. 
David Randall and Richard Berger, Chemical 
Week, September 22, 1956, pp. 47-52ff. [w.c.] 


The U. S. dye and pigment industry sells about 
$245, million worth of products yearly. Color today 
has come to play an important part in marketing all 
types of products, even high-cost consumer items such 
as automobiles, The textile industry is the largest 
dye consumer, but, whereas in 1946 it consumed 80 
per cent of dyes, it now takes only 70 per cent. Paper 
has increased its use from 7 to 10 per cent of total dye 
sales, while use on leather has remained about § per 
cent of the total. The rest goes to plastics, paints, 
petroleum, rubber, inks, ete. 

From 1936 to 1955 total dye production in pounds 
has gone up 40 per cent, but dollar sales have gone 
up 184 per cent since unit prices have risen 117 per 
cent. In the same period, pigment poundage went up 
189 per cent; total value, 530 per cent; and unit 
value, 125 per cent, At present the industry produces 
about 168 million pounds of dyes and 45 million 
pounds of pigments a year. 


16B.3 New Trends in Wood Preservatives. Chemical 
Week, November 10, 1956, pp. 76, 78. [w.c.] 


In 1955 the total volume of wood treated with 
preservatives to protect against decay, termites, in- 
sects, and fire was 248 million cubic feet, about 
2 million less than 1954 and 62 million less than 1952. 

Producers of preservatives are worried both about 
this shrinking market and changes in materials used. 

Of all wood treated, the per cent treated with 
specific chemicals was: 


1955 


Creosote and creosote solutions 82 
Petroleum-pentachorophenol 
Use all other preservatives 7 


100 


Principal reason for the 1955 decline was the drop 
in railroad cross-tie treatment. These mainly use 
creosote. This outlet will probably continue to decline 
over the next ten years. 


16B.4 Surge for Moly Chemicals. Chemical Weck, 
November 3, 1956, pp. 116, 119-120. [w.c.] 


In 1956 United States consumption of molybdenum 
chemicals should be 2.8 million pounds. This should 
increase to 12 million pounds in 1966. Estimated end 
use in thousand pounds of contained moly bdenum is: 


1966 


Agriculture 
Lubricants 
Catalysts 
Pigments 
Other 


2,000 
4,650 
1,700 
1,835 
1,815 


12,000 


Total 


16B.5 The Outlook’s Obscured. Chemical Week, 
December 8, 1956, pp. 80, 83, 84. [w.c.] 


United States pyridine marketers are facing grow- 
ing competition from imports. In 1956, based on the 
first nine-months’ figures, imports will be about 
$30,000 pounds as compared to domestic production 
of about 1,550,000 pounds. In 1955 domestic produc- 
tion was the same but imports only about 40,000 
pounds. 

Pyridine production reached a 1951 peak of 2.1 
million pounds, and fell down to 884,000 pounds in 
1954 when niacin producers, using 40 per cent of 
production, switched to another raw material. De- 
mand has been increasing since then, but increasing 
imports are holding down domestic production. 


16B.6 Ethanolamines Head Up. Chemical Week, 
November 24, 1956, pp. 86, 88, go. [w.c.] 


United States ethanolamine production is expand- 
ing rapidly as new producers bring in new capacity. 
In 1956 output will be about 100 million pounds. 
Demand will probably not increase fast enough to 
absorb total capacity immediately, as capacity by the 
end of 1956 will be about 150 million pounds. 

‘Three chemical compounds are included in this 
classification. Output for 1956 should be 4o million 
pounds of diethanolamine, 34 million pounds of 
monoethanolamine, and 26 million pounds of tri- 
ethanolamine. 

Diethanolamine is used in the production of liquid 
detergents; in purifying natural, flue, and process 
gases; in textile processing; and in producing a wax 
emulsifier, morpholene. Monoethanolamine is used 
is gas purification, carbon dioxide recovery, and 
synthetic detergents. Triethanolamine is used in cos- 
metics and toiletries, as a plastic emulsifier, in water- 
proofing pulp and paper, and as a wax and polish 
emulsifier. 


1956 
35 
300 
560 
750 
1,155 
2,800 
1954 
85 
9 
6 
100 
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16B.7 Hot Spots Brewing for Benzol. Chemical 
Week, December 1, 1956, pp. 100-106. [w.c.] 


A record amount of benzene, about 375 million 
gallons, is estimated as 1956 supply. United States 
coke-oven and tar distillers’ output has slowly de- 
clined to about 200 million gallons while U. S. pe- 
troleum-derived production has rapidly climbed to 
about 110 million gallons. But imports from U.S.S.R. 
and its satellites have soared up to almost 60 million 
gallons while shipments from other countries remain 
small at less than 10 million. 

In 1957 benzene consumption will be about 356 
million gallons ir: ihe following end uses: 


Styrene 145 
Phenol 75 
Nylon $0 
Detergents 24 
Aniline 16 
DDT 14 
Maleic Anhydride 10 
Others 42 

356 


16B.8 More Than Enough. Chemical Week, Decem- 
ber 15, 1956, pp. 79, 80, 82. [w.c.] 


United States aluminum capacity is expected to 
increase from 3.5 billion pounds in 1956 to 4.5 billion 
in 1958 and 5.1 billion in 1960. In addition to the 
four existing producers, two new ones will soon come 
into production. 

In 1955 Output was 3.1 billion pounds, double 1950 
production. In 1952 defense use was about 30 per 
cent of shipments; in 1955 defense use was g per cent 
of shipments, half the 1952 amount. 

Domestic production must be supplemented by 
imports mainly from Canada which will send about 
500 million pounds to the U. S. in 1956 and an ex- 
pected Goo million in 1958. 

By 1960 it is estimated U. S. aluminum consump- 
tion will be 50 per cent higher than 1956. If so, de- 
pendence on substantial imports from Canada will 
probably continue to supplement domestic produc- 
tion. 


16B.9 Pesticides: Past, Present and Prospects (Part 
1 of three). Carl D. Fischer, Chemical Week, 
October 27, 1956, pp. 59-90. [W.c.] 

Pesticide sales jumped from $40 million in 1949 to 
$260 million in 1954. By 1975 sales should be about 
3.8 times 1954 sales. In 1956 sales should be about 
$290 million. 

Roughly, pesticide sales are growing about twice as 
fast as fertilizer sales. 

The largest dollar-value pesticide is the insecticide 
DDT with sales of almost $30 million a year and first 
introduced a little over 15 years ago. One company 
produces almost half of U.S. DDT production. About 
half of U. S. DDT production is exported. 


16B.10 Market Study for Tubing, Pipe and Tubu- 
lar Parts. Materials and Methods. (®..c.] 


The market for tubing, pipe, and tubular parts 
within a cross-section of original equipment and 
other hard goods manufacturing plants has been 
analyzed in a survey conducted by Materials and 
Methods magazine. 

This 14-page study, based on information obtained 
from 528 plants in the United States, reports market 
data on both (1) mechanical and structural tubing 
and (2) fluid-carrying tubing. The data ate broken 
down by 16 different materials of manufacture in- 
cluding steels, irons, aluminum, copper, nickel, 
magnesium, plastics, rubber, ceramics, glass, etc. The 
study also reports the forms in which each of these 
matcrials of manufacture are used such as seamless, 
welded, extruded, molded, cast, and so forth. Other 
information shows what kind of technical informa- 
tion is preferred by the men who select and specify 
tubing, pipe, and tubular parts. 

This study, completed in October 1956, is part of 
the magazine's continuing series on the markets for 
enginecring materials, parts, and finishes. Single 
copies may be obtained without charge from William 
I. Winsor, Publisher, Materials and Methods, Rein- 
hold Publishing Corporation, 430 Park Avenue, New 
York 22, N. Y. 


16B.11 Unsound Practices in Farm Credit. R. M. 
Rufer, Credit and Financial Management, 
September 1956, pp. 12-13. [w.L.] 


Intense competition in the petroleum trade is lead- 
ing to the extension of the “unsound practice” of 
granting seasonal credit (credit extending from spring 
practice until harvest) to the farm trade. The basis 
for offering such credit is the belief that the farmer 
receives his income chiefly during one season of the 
year. This belief, however, is not true, A study of farm 
income in 15 middle western states in 1952, made by 
the U. S. Department of Agriculture, showed that 
there was not a month in which the farmer did not 
receive at least 6 per cent of his total yearly income, 
and there was not a month in which he received more 
than «1 per cent. [t is likely that a farmer will en- 
counter less difficulty in paying a month's bill in a 
month when he received 6 per cent of his income than 
in paying a six-month bill when he takes in 11 per 
cent. It is concluded that seasonal credit is bad for 
both the supplier and the farmer. 


16B.12 Phosphorus Chemicals. Walter J. Riley, 
Chemical & Engineering News, October 29, 
1956, pp. 5912-15. [W.c.] 

An appraisal of the major categories of present and 
future uses of elemental phosphorus indicates ex- 
panded markets. Its largest single use is in producing 
builders for solid, heavy-duty detergents. These com- 
pounds account for almost half of elemental phos- 
phorus use. 
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Considering trends in all uses, it is estimated that 
by 1960 elemental phosphorus use will increase to 
771 million pounds from 586 million pounds in 1955, 
a $2-per cent increase. Planned industry expansions, 
known and announced, should take care of 1960 re- 
quirements, 


16C. MARKETING OF SPECIFIC GOODS AND 
SERVICES: MANUFACTURED CONSUM- 
ERS’ GOODS 


16C.1 Stunts Pave Way for Bar-Soap Push. Chem- 
ical Week, October 20, 1956, pp. 100, 102, 104. 
[w.c.] 


Bar soap in pastel colors, new wraps, streets paved 
with soap bars, new detergent soap bars—all these are 
signs of restlessness in the $150 million toilet bar-soap 
market. 

Up to now synthetic detergents have hardly in- 
vaded the bar-soap market. Every soaper is trying to 
be the first into the field. It's axiomatic in the soap 
business—if you don’t advance, you're slipping. 


16C.2 Marketing Research Reports. Department of 
Agriculture, June-September 1956, 13-51pp. 
[K.AG.] 


Changing Patterns in Fluid Milk Distribution ($135) 

Rapid changes are occurring. The variety of choice 
available to consumers is expanding. Homogenized 
milk is rapidly replacing regular milk. Vitamins are 
being added, more and more. The volume of milk 
drinks is becoming significant. Home-delivery routes 
continue to be slipping. Gallon and half-gallon jugs 
are taking hold. Glass containers are losing to fiber or 
paper containers. Bulk dispensers in public eating 
places seem to be increasing. 


Survey of Distribution Practices for Prepackaged 
Frozen Meat (#137) 

‘The current trend toward prepackaging meats at 
the retail level has led to questioning whether central 
plant prepackaging might not be more economical. 
‘This is an impressionistic, exploratory interview study 
to determine what might effectively be done. It is 
concluded that as yet there are no determining cost 
advantages or consumer advantages in central plant 
prepackaging and freezing. A hedge is interjected 
that much increased mechanization and volume op- 
erations plus some other factors could change the 
picture. 


Improving the Truck Delivery Operations of a 
Wholesale Grocer ($127) 


A time analysis and interviews study covering one 
Baltimore wholesaler disclosed that §5 per cent of 
the orders were probably delivered at a net loss. In 
some cases delivery cost was 1814 cents where net 
profit should be & cents. A series of cost reducing 
suggestions were made for improved equipment, 


routing and scheduling, loading and unloading, and 
for reducing the volume of small orders. 


Unloading and Receiving Produce in Retail Food 
Stores ($129) 


Time studies made in 15 supermarkets of three 
chains resulted in recommending pallets where there 
are loading docks, semi-live skids where there are no 
such docks, and conveyor equipment where night 
receiving rooms are used. One recommendation for 
handling watermelons was said to have saved 50 per 
cent of labor costs. 


Improving the Effectiveness of Supermarket Managers 
(#425) 

If you teach store managers such things as work 
simplification, conference methods of management 
control, and paying attention to employee interests 
and aspirations, you should have improvements in 
employee attitudes, sales per man hour, and better 
carrying out of company directives, according to this 
study. 


16C.3 Prepared Foods Will Boom in 1957. Quick 
Frozen Foods, December 1956, pp. 133-34- 
[R.R.T.] 


The cooked and prepared frozen-foods industry 
which had sales of over 600 million dollars in 1956 is 
expected to rise further in 1957. The reasons ad- 
vanced for this anticipated increase are: greater share 
of the cabinets, new working capital, and big adver- 
tising budgets. 

According to the source, when stores add new 
frozen-food cabinets, the bulk of the space is allocated 
to prepared foods. Many new companies have entered 
the prepared frozen-foods field. With them has come 
increased capital expenditures and advertising budg- 
ets. The increased advertising has benefited the entire 
industry. 


16C.4 19.6 Per Cent of All Food Fish Is Sold in Frozen 
Form. Quick Frozen Foods, October 1956, 
p- 66. [R.8.1.] 


Approximately 19.6 per cent of all food fish caught 
in the United States and Alaska is eventually mar- 
keted in frozen form. The total catch in 1955 for the 
United States and Alaska was roughly 4.6 billion 
pounds; 2.6 billion pounds consisted of edible prod- 
ucts. 

The per-capita consumption of all types of fish in 
the United States in 1955 was approximately 10 
pounds. This was broken down into the following 
major categories: fresh, 3.8 pounds; canned, 3.6 
pounds; frozen, 2.0 pounds; and cured, 0.6 pound. 


16C.5 New Rubs May Upset the Liniment Line-Up. 
Chemical Week, November 10, 1956, p. 41. 
[w.c.] 


Fall and winter are the big liniment and balms sales 
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seasons. Producers are waiting to see how new prod- 
ucts will do in the $73 million market. 

National brands account for the bulk of the busi- 
ness. While 64 per cent of external analgesics are 
sold through drug stores, sales through supermarkets 
and other self-service outfits are steadily increasing. 

Two top-selling brands—the number one, liquid, 
and the number two, balm—were introduced only a 
few years ago. New products due to hit the market 
this year may again change brand rank. 


17. MERCHANDISING 


17.1 Man as a Link in Complex Machine Systems. 
G. H. Mowbray, The Scientific Monthly, 
December 1956, pp. 269-76. [S.c.H.] 


Complex machines and machine systems sometimes 
fail to deliver the desired results because they de- 
mand more skill on the part of human operators 
than those operators are able to supply While 
Mowbray limits himself to a review of aircraft in- 
strumentation difficulties, the observations seem rele- 
vant to the design of almost any machine requiring 
human attention and control. 

Difficulties may arise because the machine may 
transmit information to the operator by some means 
conducive to misinterpretation. Thus, tests have 
shown that pilots have a high tendency to misread 
the conventional three-pointer altimeter (a most im- 
portant instrument) under stress. Types of scales, 
dial sizes, and size of intervals can increase or reduce 
errors. 

Controls that require the development of new 
motor co-ordination patterns may lead to trouble, as 
there is a tendency to revert to old patterns under 
stress. (Anyone who has ever tried to shift gears or 
pump the clutch in an automatic transmission auto- 
mobile is familiar with this phenomenon.) Certain 
“natural” directions of movement have been dis 
covered. Thus, errors can be reduced if toggle switches 
flip up for ON, GO, or INCREASE; down for OFF, 
STOP, or REDUCE, Control systems must also take 
account of the delays due to noninst: ntaneous human 
reaction time; and they also should be designed to 
absorb or dampen (or at least not amplify) a human 
tendency toward oscillation. 


17.2 Creativity by One Button. Chemical Week, 
October 13, 1956, pp. 118-21. [w.c.] 


Some pharmaceutical companies are turning to 
digital computers to figure out trade names. Punch- 
hole cards containing potential syllables, fed into 
the unit, turn out 500 names a minute. One company 
printed 42,000 such names in a book which is now 
used as a source of ideas for new trade names. ‘The 
list is based on certain rules which analysts decided 
govern satisfactory trade names. Some experts are 
trying to go even further and use computers to pro- 
duce multiword slogans. 


19. RELATED SUBJECT MATTER FIELDS 


19.1 General Systems Theory—The Skeleton of Sci- 
ence. Kenneth E. Boulding, Management Sci- 
ence, April 1956, pp. 197-208. [wa 


“General Systems [Theory is a name which has come 
into use to describe a level of theoretical model build- 
ing which lies somewhere between the highly gen 
eralized constructions of pure mathematics and the 
specific theories of specialized disciplines.” 

Mathematics attempts to organize general relation 
ships into a coherent system—a system which is not 
necessarily connected with the real world. Since 
mathematics in a sense contains all theories, it con 
tains none; it is the language of theory but doesn’t 
give us the content. Each discipline, on the other 
hand, develops theories applicable to its own empiri- 
cal segment 

“In recent years increasing need has been felt for 
a body of theoretical constructs which will discuss 
the general relationships of the empirical world, This 
is the quest of General Systems Theory.” General 
Systems Theory aims to point out similarities in the 
theoretical constructs of different disciplines and 
hopes to develop a spectrum of theories which may 
function as a gestalt in theoretical construction. Such 
gestalts may direct the attention of theoretical re 
searchers toward gaps in theoretical models 

The present sociological situation in science ac- 
centuates the need for General Systems Theory. 
Knowledge grows by the receipt of meaningful infor 
mation. The crisis of science today arises because of 
the increasing difficulty of profitable talk among 
scientists. The more science breaks into subgroups 
and impedes interdisciplinary communication, the 
greater chance there is that the total growth of knowl- 
edge is being slowed down. 

fo meet this demand for General Systems Theory, 
an interdisciplinary movement has been abroad for 
some time. The first signs were the development 
of hybrid  disciplines—for example, social psy 
chology, social anthropology, and economic psy 
chology. Recently we have seen the development of 
“multisexual” interdisciplines resulting from the re 
organization of materials from many different fields 
of study—for example, information theory, organiza- 
tion theory, and cybernetics. A practical side of the 
interdisciplinary movement is witnessed in the es- 
tablishment of interdepartmental institutes—for ex- 
ample, institutes of industrial relations and public 
administration. “Even more important than these 
visible developments . is a growing dissatisfaction 
in many departments, especially at the level of gradu 
ate study, with traditional theoretical backgrounds 
for the empirical studies which form the major part 
of the output of Ph.D. theses.” 

To be productive, the interdisciplinary movement 
must operate within a framework of coherence. To 
develop this structure is the great task of General 
Systems Theory. Two complementary approaches 
to the task are suggested: (1) Look over the empirical 
universe, select general phenomena found in many 
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disciplines, and then build up general theoretical 
models. (2) Arrange the empirical fields in a hier- 
archy of complexity of organization of their unit of 
behavior and develop a level of abstraction appro- 
priate to cach. 

Some suggested examples of the first approach are 
the choice of such phenomena as populations, the 
interaction of the individual with its environment, 
growth, theory of information, and communication, 
‘These approaches may lead ultimately to something 
like a general field theory of the dynamics of action 
and interaction. 

A possible arrangement of theoretical systems and 
constructs in a hierarchy of complexity is suggested. 
The levels outlined are: (1) the level of frameworks 
(the static structure), (2) the level of clockworks (the 
simple dynamic system with predetermined necessary 
motions), (4) the level of the thermostat (che contro] 
mechanism or cybernetic system), (4) the level of the 
cell (the open system or self-maintaining structure), 
(5) the genetic-societal level (typified by the plant), 
(6) the animal level, (7) the human level, (8) the 
social organization level, and (9) transcendental sys- 
tems. 

Most of the theoretical schemes of social sciences 
are still at level two, just rising now to level three. 
The subject, however, does involve materials of level 
eight. Beyond the fourth level it may be doubted 
whether we have as yet even the rudiments of 
theoretical systems. 


19.2 Communications and Social Change. Richard 
L. Meier, Behavioral Science, January 1956, 
PP. 43°58. [8.c.11.] 


Behavioral Science, a new quarterly concerned with 
an interdisciplinary approach to general theories of 
behavior and empirical research oriented toward such 
theories, is sponsored by the Mental Health Reseaich 
Institute of the University of Michigan. Subscription 
offices, however, are at Mt. Royal and Guilford 
Avenues, baltimore 2, Maryland. 

Meier's article amusingly traces the growth of 
interest in communications theory and its impact 
upon academic circles. His predications as to the 
theory's long-range consequences have, at least, con- 
siderable provocative values. 

First, he believes that the shortage of engineers and 
technicians alone is sufficient to keep some fairly 
common dreams of universal automation from 
materializing. But “the cost of information transmis- 
sion, data processing, and social communications— 
considering the field as a whole—should decrease 
continuously for at least a generation.” Far-reaching 
effects upon philosophy, the arts, and human relations 
—all flowing from this one predication—are suggested. 
Marketers should be interested in the predictions for 
climination of waste, and from better consumer- 
producer communications, for increasing rationaliza- 
tion of the extractive industries; for changes in urban 


patterns developing from better understanding of 


traffic flows; and for possible increased control of 
increasingly potent advertising media. 

More critical views of information theory, sug- 
gesting that the jump from engineering uses to social 
science applications is a difficult one, are to be found 
in “Discussion and Reviews: Three Symposia,” Be- 
havioral Science, October 1956, pp. 303-26. 


19.3 Observation of a Business Decision. Richard 
M. Cyert, Herbert A. Simon, and Donald B. 
Trow, Journal of Business, October 1956, 
pp. 237-48. [s.c.1.] 


This very interesting study of the process by which 
a firm reached a decision on the purchase and use of 
electronic data-processing machinery suggests that 
the description of decision making implicit in classi- 
cal economic theory is woefully inadequate. Classical 
theory seems to assume that the decision maker is 
faced with clear-cut alternatives, having known con- 
sequences which can be ranked in terms of a well- 
established preference map. Cyert, Simon, and Trow 
suggest that for important decisions the alternatives 
usually are not “given” but must be sought; in fact, 
considerable effort often must be devoted to deter- 
mining the true nature of the problem; and that 
determination of the probable consequences of the 
alternatives is another import segment of the de- 
cision-making process. Finally, the decision maker 
usually is not searching for a “best” solution in terms 
of a single criterion, but rather for a “satisfactory” 
one—one that will attain a specified goal and at the 
same time satisfy a number of auxiliary conditions. 


20. RESEARCH AND RESEARCH TECHNIQUES 


20.1 How a Farm Paper Uses Research in Journal- 
ism. Donald R. Murphy, Journalism Quar- 
terly, Spring 1956, pp. 175-78. [w.L.] 


“From 1938 until now, Wallaces’ Farmer and lowa 
Homestead has tried a number of ways to find out 
what its subscribers are thinking about and what 
they read.” The methods used are: (1) opinion polls, 
(2) readership surveys, (3) split runs, (4) analysis of 
readership scores by strata, (5) readership surveys by 
outside agencies, (6) a probability sample of Iowa 
farmers designed and interviewed by the Statistical 
Laboratory of lowa State College, (7) a Bureau of 
the Census sample of the paper’s subscribers, and 
(8) mail surveys. 


The value of the research to the paper has been: 


1. Opinion surveys make attractive articles. 

2. Editorial habits have been altered. 

§. Vrobable increase in interest 
realized. 

4- More effective choice is made of subject matter. 

5. Greater editorial skill is evidenced in handling 
subject matter. 


reader has been 
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20.2 Why Advertisers Don’t Pretest Ads. Tide, Oc- 
tober 12, 1956, pp. 28-29. [£.5.K.] 


A survey of the Tide readership panel indicated 
that less than one third of the leading advertisers in 
the country pretest their advertising. The 63 per cent 
who do not pretest at all claim pretesting is too costly, 
usually inconclusive, and generally too time consum- 
ing. The group that does pretest their advertising 
regularly are generally enthusiastic. This group 
claims good correlation between pretest and post-test, 
and pretest and sales. A group of about 5 per cent 
of the advertisers surveyed used pretesting occasion- 
ally for particular purposes such as to make a final 
check on new campaigns. 


20.3 Coming: More Effective Ads Through Im- 
proved Research. Dick Bruner, Printers’ Ink, 
November go, 1956, pp. 21-49lf. 


The Advertising Research Foundation’s research 
program of major projects is directed at developing: 


1. Comparable audience figures for all major 
media 

2. An adequate and practical method of rating 
print advertisements, 

g. A measurement of the cumulative audience of 
leading magazines. 

4. An explanation of the causes of differences 
among findings of the radio-television rating services. 

5. More acceptable standards for motivation re- 
search techniques. 

6. Information on the relative male-female in- 
fluence on consumer buying and family buying de- 
cision making. 

7. Other information, including the continuing 
United States television household studies. 


It is to be hoped that improved advertising effec- 
tiveness will result from application of these research 
findings. Independent researchers concerned with 
projects related to the above would be well advised 
to keep informed on the Foundation’s expanding re- 
search program. 


20.4 What Happens When Starch Scores Are 
Checked by Mail? Arthur M. Dix, Printers’ 
Ink, November 23, 1956, pp. 24°27. [£-J-K.] 


A mail-questionnaire readership survey was made 
of a regular Starched issue of Aviation Age. The mail 
and Starch ratings agreed closely for high-rated ad- 
vertisements and did not agree for low-rated adver- 
tisements. The average noted rating of the Starched 
advertisements was 23 compared to 18 for the mail 
ratings of the same advertisement 

One reason for the disparity in ratings on low-rank- 
ing advertisements may be that the interviewers direct 
attention to individual advertisements, while in the 
mail survey low-rating power advertisements were on 
their own. The fatigue factor probably also is in- 
volved since in the Starch test the reader only rates 


about 100 advertisements, while in the mail survey all 
advertisements are included. The article suggests a 
greater usefulness for mail surveys as a method of 
measuring the dependability of Starch ratings. 


20.5 Marketing Research in the Petroleum Indus 
try. American Petroleum Institute, Division 
of Marketing, January 1956, $2.75. [R.£.m.] 


This study, just released by the American Pe- 
troleum Institute, should prove to be of vital interest 
to all people in petroleum marketing. Based on infor- 
mation submitted by 25 oil companies, this compre- 
hensive study has major sections devoted to the 
history of marketing research in the petroleum indus- 
try, the place of marketing research in company or- 
ganization, the organization and scope of marketing 
research activities, and operating procedures 

Ihe relative newness of marketing research as a 
tool for American business is pointed out in the 
study. The first marketing research group in the 
petroleum industry was established in iggo and its 
major growth has come in the years following World 
War IL, Although marketing research departments 
vary greatly in size in the petroleum industry, studies 
conducted by the oil companies cover 44 specilic areas, 

Due to the relative wide range of company market- 
ing problems undertaken by marketing research 
groups, many oil companies are using their depart. 
ments as training grounds for future responsible 
executive personnel. The study also showed that 
many oil companies make considerable use of pro- 
fessional marketing research agencies. Included 
among a variety of other points covered in the survey 
are significant trends in the application of marketing 
research to petroleum operations, marketing research 
representation on companies’ operating committecs, 
types of marketing research organization and train- 
ing, project organization and programming, project 
control, and the format, distribution and follow-up 
of marketing research reports. 

Copies of this complete study are available at $2.75 
per copy from the Marketing Division, American le- 
troleum Institute, 50 West 50th Street, New York 20, 
New York. 


20.6 Tape Recorded Research: Some Field and 
Data Processing Problems. R. Bucher, C. E. 
Fritz, and E. L. Quarantelli, The Public 
Opinion Quarterly, Summer 1956, pp. 427-99- 
[W.1.K.] 


There is a great deal of useful data and experience 
in this article for market researchers who use tape 
recorders in field research. The authors describe 
some of the worst problems that they have en- 
countered. There are useful suggestions for improv- 
ing the reliability of this technique based on a four- 
year experience of the authors on the Disaster Project 
of the National Opinion Research Center. 
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20.7 Market Research Methods in Europe. Organ- 
ization for European Cooperation, 200 P 
Street, N.W., Washington, D. C., September 
1956, 18gpp. [K.A.c.] 


This book is almost a “must” for teachers of 
marketing research and foreign trade and for many 
marketing research offices. It is written by a vice 
president of the European Society for Opinion Sur- 
veys and Market Research, furnishing a very clear, 
readable survey of the present state of and prospects 
for marketing research in the various Free European 
countries, It could stand up well with existing market- 
ing research texts for a beginning course in domestic 
marketing research, except that it does not go deeply 
enough into methods. 

Those who have not kept fully in touch with 
Furopean developments may find themselves not a 
little surprised at the strides which have been made 
in Europe in recent years. 

Thirty-five pages are devoted to discussing methods 
and data sources for almost every type of survey. Who 
does marketing research and who uses it are discussed 
along with comparative costs by countries, profes- 
sional standards and professional societies, and even 
protection against legal liability; 18 pages are given 
over to methods for increasing the demand for 
marketing research services. 


‘Lhere is a list of market research organizations in 
Europe with their addresses; also, a bibliography of 
European literature on the subject, a multilingual 
glossary of technical terms, and an outline of a rep- 


resentative course in marketing research which was 
given in Italy during 1955. 


20.8 A Bibliography of Theory and Research Tech- 
niques in the Field of Human Motivation. 
Advertising Research Foundation, Inc., Octo- 
ber 91, 1956, 518pp., $5.00. [R.£.M.] 


Due to the rapid growth of interest in so-called 
motivational research techniques, the Advertising 
Research Foundation has published a new up-to-date 
bibliography of motivation research. This bibliog- 
raphy has many new listings broad enough in scope 
to include both structured and unstructured tech- 
niques. Most of the references from ARF’s first moti- 
vational bibliography entitled Introductory Bibliog 
raphy of Motivation Research published in 1953 are 
incorporated in this new edition. 


20.9 Superiors and Subordinates in Research. Her- 
bert A. Shepard, Journal of Business, October 
1956, pp. 261-67. [8.c.1.] 
Although concerned primarily with industrial 
laboratory research organization, Shepard's observa- 
tions will be of interest to marketing research man- 
agers. He notes that modern organizational theory, 
emphasizing group participation and responsibility 
rather than line-command structures, is in many ways 


close to the organizational traditions of “pure” 
scientists, Consequently, the laboratories and the re- 
search departments should be ideal places for the 
adoption of the new techniques. However, this im- 
pression is seen as somewhat misleading since scien- 
tific tradition, based upon the “lone-wolf” researcher, 
provides little guidance for true face-to-face col- 
laborative effort. 


20.10 Effects of City Familiarity on Size Estima- 
tion. Eugene L. Gaier and Bernard M. Bass, 
Psychological Reports, March 1956, pp. 35-38. 
[W.L.] 

This study demonstrates a common perceptual dis- 
tortion caused by the logical fallacy of affirming the 
consequences. For example, since we tend to be more 
familiar with larger cities, we judge more familiar 
cities to be larger. This error, which produces a dis- 
torted judgment, is clearly illustrated in the re- 
search conducted in estimating city populations. 

The hypothesis was presented that individuals 
would overestimate the population size of cities with 
which they were familiar. To test the hypothesis, 19 
pairs of matched city sizes, consisting of one well 
known and one comparatively unknown city of the 
same populated size and in the same state, were dis- 
tributed in a list of 62 other city names selected at 
random from the 1955 World Almanac. The list was 
administered to go students in psychology classes. 
In 17 of the 19 pairs populations of cities more 
familiar to the students were estimated as significantly 
greater than those of the less familiar. Size estimation 
was found to resemble a hyperbolic function of the 
rated familiarity of the cities. As city size rose above 
100,000, little change in familiarity ratings occurred. 


20.11 Asking and Answering. David Riesman and 
Mark Benny, The Journal of Business, Octo- 
ber 1956, pp. 225-36. |s.c.1.| 


Reisman and Benny offer a number of observations 
on the questioning (or interviewing) process of inter- 
est to market researchers. (1) While questions may 
be asked for various reasons—to obtain factual infor- 
mation, to demonstrate friendly interest, or to fill a 
pause in the conversation—the person who initiates 
the interchange is usually of superior status. “People 
in power have the ‘right’ to ask questions; people 
with less power feel they have the right to lie or evade 
in answering.” (2) Subordinates often overinterpret 
(oversuspect) the motives of their superiors in asking 
questions, attributing less “innocent” motives to the 
questions than is really the case. (3) Yet, at the same 
time, respondents and subordinates are often anxious 
to communicate their feelings and motives to the 
questioner. “People seem to act as if information, 
facts, can only be surrendered, while feelings, emo- 
tions, can be shared, like loaves and fishes.” (4) Effec- 
tive interviewing often requires that the interviewer 
not be surrounded by status symbols, impressive desks, 
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“college-bred assurance,” etc., that will affect the 
interviewee's responses. Middle-aged married women 
often make good survey interviewers because no one 
is afraid of them. (5) Direct questioning on some 
matters is inadvisable; “to know certain things is 
considered as vulgar or otherwise inappropriate as 
not to know others.” Yet, indirect questions involve 
the danger that the respondent may regard the inter- 
view as absurd or pointless. (6) The interviewer's 
expectations as to what the answer should be or is 
likely to be may cause him to miss the actual answer, 
or even to omit asking the question. 


20.12 Social Science Techniques: A Problem of 
Power and Responsibility. Edward Gross, 
Scientific Monthly, November 1956, pp. 242-47. 
[8.C.H.] 


Gross points out that social research has been 
obliged to face two basic objections. The first, the 
question of whether human beings can be studied 
scientifically, is outside the scope of this article. The 
second, with which he is concerned, is whether human 
beings should be so studied, or whether such re 
searches involve “an impious invasion of privacy.” 
Observational and indirect research techniques (such 
as depth interviewing and projective tests), in which 
the respondent usually is unaware of the nature of 
his disclosures, intensify the moral problems. 

Although Gross does not squarely face the ethical 
question he has raised, his suggestions for improve- 
ment of the relations between respondents (as a gen- 
eral class) and investigators (as a general class) will 
be of interest to marketing researchers. 

Drawing upon the experiences of medical researe h, 
he suggests (1) the necessity of developing general 
public approval of the research aims and objectives 
—considerable “popularization” and “pamphleteer- 
ing” seem necessary; and (2) the development of a 
rigid code of ethics to assure protection against un- 
warranted disclosure of confidential information. 


20.13 Test-Tube City Reduces Marketing Risk. 
Chemical Weck, January 12, 1957, pp. 74, 75, 
78, 79, 80. [w.c.] 

Management studies customer reactions in limited 
markets to foretell a product's national acceptance. 

Most companies use middle-size cities. Determin- 
ing factors in choice are (1) enough publicity and ad 
vertising facilities, (2) closeness of characteristics to 
entire country, (3) availability of variety of retail 
outlets, (4) relative isolation from other cities, and 
(5) cooperativeness of merchants. 

Many cities have been used too often and have lost 
value as test markets. 

Test marketing a new product in this way is ex- 
pensive, but not in the long run if it yields useful 
data on consumer acceptance of new products and 
ideas on how to alter product or marketing strategy. 


21. RETAILING 


21.1 Automation Rolls into IGA. Super Market 
Merchandising, September 1956, p. 141. [W.L.] 


Independent Grocers Association is experimenting 
with a “completely automatic food store” which 
modifies and improves on older ideas of automatic 
retailing. It is claimed that this new supermarket will 
reduce shopping time of the average food store cus- 
tomer by at least 85 per cent. 

Two mechanized marketing systems are described: 
(1) The housewife marks her order on special cards 
(yellow for groceries, red for meats, and green for 
fruit and produce), presents them to the clerk who 
places them in an electronic machine, and almost 
instantly the marked items appear before the cus- 
tomer. (2) The housewife inserts a large metal key 
carrying a number into a special slot and selects the 
items desired by operating a keyboard (similar to that 
of a jukebox). With each choice, the amount of the 
item is tabulated electronically on a tape inside the 
key and is automatically added to the previous tabu- 
lations. When the shopping is done, the check-out 
clerk collects the amount of money listed on the tape 
and gives the customer a carton of groceries bearing 
the same number as the key. 

Independent Grocers Association's first automatic 
units were scheduled to be introduced in New York, 
Chicago, Seattle, Salt Lake City, Minneapolis, Detroit, 
Boston, Baltimore, Tampa, Cleveland, Milwaukee, 
and San Antonio this past fall. 


21.2 The Future of Small Retailing—Will It Sur- 
vive? E. H. Gault, Michigan Business Review 
(Ann Arbor: University of Michigan School 
of Business Administration), November 1956, 
pp. 6-10. [R.L.c.] 


This is a factual, penetrating, and philosophical 
examination of an important part of the American 
business system. It is concerned with the future sur- 
vival of small retailing and not the future survival of 
the present small retail stores. The following ex 
cerpts are suggestive of the nature of the article 

The failure of a small retailer does not mean the 
failure of small retailing. In our growing, dynamic, 
competitive society the failure of a small business 
that does not change opens the opportunity for an- 
other small business that has adapted to the changing 
conditions. The new business in turn may freeze its 
operations, fail, and be replaced by still another busi- 
ness that is better adapted to the changing conditions 
of the future. 

What favors a bright future for the small retail 
business? The future of small business as an institu- 
tion—and without regard to present small businesses 
—is as bright as, or brighter than, in the past Types 
of small retailing will change. Some will disappear, 
but small retailing as an institution will continue to 
play an important part in the field of distribution 
in our dynamic, competitive economy. Reasons for 
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the author's belief in a bright future for small re- 
tailing are as follows: 


i. Historically, small retailing has been important 
in every society since the beginnings of recorded 
history. Even under state socialism, small business 
exists long after big business has been merged with 
the state. 

2. For political protection, big business needs small 
business, of which retailing is a most important part. 
Without small business to supply the grass-roots in- 
fluence in support of free enterprise, big business 
would, under democratic conditions, lose much of its 
power. ‘The antimonopoly and related legislation 
now in force at federal, state, and municipal levels 
encourages small business—especially retailing. 

y. In the United States the political climate is 
favorable to small business formation. Politicians are 
the friends of small business. 


The three foregoing reasons deal largely in gen- 
eralities. They merely state that small business has 
friends but no enemies; that, like the poor, it has been 
with us always; and, like the poor, small business may 
be expected to be with us in the future. There are in 
addition several direct and positive reasons for ex- 
pecting a bright future for small business: 


1. Many large businesses with nationally known 
brands and selective distribution need small business 
to handle wholesale distribution and retail sales. 
Small retailers are now and will continue to be es- 
sential to the successful operation of many large man- 
ufacturers 

2. Small business can operate profitably in markets 
too small for the profitable operation of big retailers. 
‘To a great extent, this explains the profitable ex- 
istence of the many thousands of small stores found 
in the United States. 


Changes create new opportunities for small busi- 
ness in a competitive, dynamic, growing economy; 
and many of these opportunities are for small re- 
tailers. These opportunities are of two types: (1) 
opportunities created by a growing economy and (2) 
opportunities created by the failure of existing busi- 
nesses to adapt themselves to the changing times. As 
long as our economy is both competitive and dynamic, 
we may expect a large turnover in small retailing 
operations, with the future of many individual busi- 
nesses uncertain but the future of small retailing as 
an institution extremely bright. 


21.3 Shelf-Facing: Key to Sales. Super Market Mer- 
chandising, September 1956, p. 148. [w.t.] 


A nationwide study on the tie-in between sales and 
shelf-facings, conducted by the A. C, Neilsen Com- 
pany, led to the conclusion that the larger the visible 
shelf display of a product, the greater the sales vol- 
ume. 

Using two brands of a product, A and B, researchers 
found that in stores where A had more shelf-facings 


than B, it carried 53.9 per cent of the business. Where 
A and B had equal facings, A’s proportion of the 
business dropped to 45.4 per cent. Where A had fewer 
facings than B, A’s volume was only 30.2 per cent 
of the total. 

The question, did A hold a larger part of the 
market because of shelf-facings or did A have more 
shelf-facings because it had a larger share of the 
market, was examined. Research results confirmed 
that shelf-facings undoubtedly affected sales volume. 


21.4 Coordination of Advertising with Display and 
Personal Selling. ‘IT. D. Ellsworth and Kather- 
ine S. Mitchell. Journal of Retailing, Fall 
1955, pp. 105-12. [S.C.H.] 


About one fifth of 150 personal shopping reports 
on purchases of advertised merchandise in New York 
City department stores and specialty shops indicated 
that the stores failed to co-ordinate advertising, dis- 
play, and sales work. In about as many cases, selling 
departments lacked adequate stocks to back up the 
ad. Generally, adequate routine sales clerking was 
encountered but relatively litthe genuine salesman- 
ship. About nine salespeople out of ten seemed to 
have some knowledge of the advertised merchandise, 
approximatcly the same condition reported by a 
similar study made in 1934. 


21.5 Politz Studies Store Customers. Tide, Septem- 
ber 28, 1956, pp. 20-21. [€.).K.] 


In order to study the “anatomy of a sale,” Alfred 
Politz purchased a large hardware store in Tampa, 
Florida. He conducted experiments to determine 
more about what happens in selling at the retail level. 
A key result is described as the theory of “sufficient 
versus more advertising.” Politz maintains that to 
sell a product, there must be enough advertising 
behind it so the customer does not reject it as an 
unknown. But, once the product has achieved con- 
sumer acceptance, additional advertising is probably 
“wasteful surplus.” People do not deliberately prefer 
the well known, but they do willfully reject an un- 
known brand. This theory was tested by continual 
position rotation of known and unknown brands in 
the hardware store. : 

Another result deals with convenience. If product 
B is well known enough to get consumer acceptance 
and is more conveniently located, the consumer will 
buy it in preference to better known product A. But 
the customer will not select a product he has not 
heard about. The least little bit of inconvenience 
wipes out the impressiveness of even the best-known 
brands. 

Politz found his hardware advertisements most ef- 
fective when they offered information about products 
and services. Also uncovered in his experimenting was 
a useful sales approach to the customer “May I help 
you or would you like to be left alone?” Applying 
these and other findings resulted in a 17-per cent 
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increase in customers and a 25-per cent rise in the 
sales volume of the store. 


21.6 Economic Characteristics of Retail Trade: Size 
and Volume. Jules Backman, Journal of Re- 
tailing, Fall 1956, pp. 113-20. [s.c.H.] 


The first of a series of three articles (subsequent 
ones will deal with retail labor costs and with the 
local nature of chain-store operations), this gathers 
interesting information on retail operations from a 
number of sources. The data seem to indicate that 
(1) retailing is essentially local in nature; (2) retail 
stores usually are small in size and volume, since even 
large firms usually operate collections of small stores; 
and (g) sales productivity per enrployee does not 
increase significantly with increases in size of estab- 
lishment or firm. As Backman notes, however, the 
data on productivity do not take into account possible 
variations between large and small stores in the range 
of marketing functions performed 

Backman’s material originally formed a reply to a 
Labor Department document, “ Materials on Coverage 
and Exemptions Under the Fair Labor Standards 
Act” presented to the Senate Committee on Labor in 
May 1955. Consequently, his articles probably will 
have their greatest interest when read in conjunction 
with the Labor Department brief. 


21.7 Will Today’s Farmers’ Markets Become To- 
morrow’s Super Markets? Morris L. Sweet, 
Printers’ Ink, October 12, 1956, pp. 28-31. 

The farmers’ market is a privately owned retail 
center with central management which rents space 
to merchants. These markets are similar to shopping 
centers in some ways but differ in that farmers’ 
markets feature simple facilities (50 merchants in 
one unheated Quonset hut with earth flooring), 
large merchandise assortments featuring food lines, 
Friday and Saturday selling only, and auction selling. 
One estimate placed the number of such markets at 
1,000 with annual sales over one billion dollars, 

The Quakertown Farmers’ Market and Auction, 
Ouakertown, Pennsylvania, was studied by the author 
as a typical market. The article includes general 
information on the tenants, costs, advertising, mer- 
chandise, and community relations of the market. 
The question raised by the growth of these markets 
for manufacturers is one of determining the role of 
the farmers’ market in selling strategy. It is suggested 
that more manufacturers might use farmers’ markets 
for product research, demonstrations, and sales out 
lets. 

Public acceptance of these markets seems to be in- 
creasing. The merchandise carried in the markets is 
not the basic reason for their success. Primary is the 
sense of excitement, the carnival atmosphere, the 
direct and warm relationship of the merchant and 
the customer that prevail in the market. Few chain 
operators or larger scale retailers operate in the 


markets. For these and other reasons, shoppers do 
concentrate their buying in an 18-hour period with- 
out the lure of trading stamps, delivery, and credit. 

One element of strength of the farmers’ market is 
the flexibility given it by its low proportion of fixed 
costs and limited investment in facilities. It is possible 
that the marketers may yet prove to be a suburban 
version of the discount house which will plague 
established controlled shopping centers 


23. SALES MANAGEMENT (including Salesman- 
ship) 


23.1 Starting the New Salesman Out Right. D. M. 
Phelps, Michigan Business Review, May 1956, 
Pp- 10-15. [W.L.] 


In many cases a new salesman becomes discouraged 
and quits his job even though he is well adapted to 
sales work. Often the difficulty is that the new sales- 
man did not get a good start. Phelps discusses five 
areas of company responsibility (dealing largely with 
new salesmen’s attitudes) which he feels will help the 
salesmen become well adjusted members of their 
company. He recommends that the company (1) give 
the new salesman a feeling of confidence in the com- 
pany, its executives, and its policies; (2) convince the 
new salesman that selling is a dignified activity 
worthy of a person of high caliber; (4) convince the 
new salesman that he can sell effectively; (4) assure 
the new salesman that he will get help when needed; 
and (5) provide training and supervision to increase 
the productiveness of the new salesman. 


23.2 Tests and Performance in a Sales Organization. 
Donald E. Baier and Robert D. Dugan, Per- 
sonnel Psychology, Spring 1956, pp. 17-26. 
[wa] 


This study is an attempt to determine the relation- 
ship between a short mental ability test (Wesman 
Personnel Classification Test), a test of life insurance 
knowledge (the Information Index), and three ci- 
teria of performance in life insurance sales (produc- 
tion records, ratings, and job levels). 

The Wesman Personnel Classification Test (Form 
A) and the Information Index (Form 94:0-1X.) were 
administered by trained Home Office representatives 
to 496 debit agents, 126 staff (assistant) managers, and 
42 district managers, who constituted the agency 
force of one department of a midwestern life in- 
surance company. Separate criteria were determined 
for production records and ratings of each of the 
three job levels—managers, assistant managers, and 
agents—and the question was asked whether the tests 
differentiate among these levels. 

The findings were: 


1. The short mental ability test did not correlate 
significantly with any of the criteria within job levels. 
It does appear to differentiate managers from agents. 

2. Ihe Information Index was related to some of 
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the criteria in the two management samples but not 
in agent samples. 

4. Ihe effects of technical knowledge of life in- 
surance and mental ability in accomplishing sales 
success in this company are probably obscured by 


other variables such as local market conditions, 


natural sales ability, enthusiasm, drive, and effec- 
tiveness of planning and self-management 


23.3 Silicones School Soups Up Sales. Chemical 
Week, November 10, 1956, pp. 94, 95. 97, 99- 

Boosting a salesman's product knowledge is a good 
way of increasing sales efficiency. Boosting a cus 
tomer's knowledge of your product is an even more 
direct way. lo do this, General Electric recently set 
up a school of silicone rubber technology for cus- 
tomers 

This was preceded by the distribution via field 
salesmen of a comprehensive handbook to all the 
people on the company’s fabricator list. 

‘The school lasts two days for about a dozen at- 
tendees, Attendees pay transportation, General Elec- 
tric pays the rest. 


23.4 How Informative Are Salesmen. Chemical 
Week, November 10, 1956, pp. 88, go, g2. [w.c.] 


Business often rides on how well sales staffs supply 
customers with product and market data. 

Chemical buyers want more information from 
salesmen. This means salesmen must cooperate by 
possessing and giving out more product knowledge. 


23.5 Schedule-Planning Pays Off for Salesmen. 
Chemical Week, October 20, 1956, pp. 41-42. 
[w.c.] 


Only goo out of 2,500 hours of annual working time 
can be used for selling by the average chemical in- 
dustry salesman. Only about 10 per cent of all techni- 
cal graduates are interested in sales careers. It will 
probably be five to ten years before the output of 
technical graduates meets the needs of the industry 
for technically trained salesmen. For these reasons 
strict shedule planning is a necessity. 

Some ways of making time: avoid long lunches, 
keep office conferences short, spend the most time on 
the best accounts, and plan thoroughly 


23.6 Plant a Staff in Summer. Chemical Week, 
September 15, 1956, pp. 87-88. [w.c.] 

Sales managers in several chemical companies are 
hopeful they have found a way to ease the severe 
shortage of chemical salesmen. ‘This past summer 
they have bad undergraduate college students hard 
at work on marketing projects and hope that these 
men will become permanent employees after gradu 
ation, Students are not usually assigned to selling but 
to such functions as market handling 
routine sales correspondence, and sales analysis 


research, 


23.7 How Small Companies Can Sell Big. Chemical 
Week, October 27, 1956, pp. 94, 96. [w.c.] 


Small companies can have just as effective a sales 
force as big companies. Better sales training is the 
key. The start is with efficient selection of salesmen 
to be trained by qualified trainers. While the empha- 
sis should be on increasing sales, improved profits 
and customer relations are also highly important 
objectives. 

Training results should be checked carefully as 
to both objectives and techniques. 


24. SALES AND ECONOMIC FORECASTS 


24.1 Market Outlook: A Pattern of Prosperity. 
Chemical Week, September 29, 1956, pp. 64, 
66, 68. [w.c.} 


Ihe chemical industry over all should do 10 per 
cent more business in 1956 than in 1955. A survey of 
chemical executives shows a suprisingly general tone 
of optimism that is expected to prevail well into 1957. 
Despite softening markets in some areas, the general 
price trend for chemicals is expected to be upward. 


24.2 The Chemical Process Industries: 1957. Chem- 
ical Week, December 2g, 1956, pp. 40-72. [W.C.] 


Various forecasts for 1957 together with historical 
statistics are presented. Some 1956 estimated figures 
and 1957 forecasts are: 


Year 

1956 1957 

Gross national product (billions 
of current dollars) $ 410 

FRB production index, 1947- 
1949—100 143 147 

Corporate chemical industry 
sales (billions of current 
dollars) $ 23.! $ 25.5 

Freight Rates, 1956—100 100 114 

Chemical and allied exports 
(million dollars) 

Chemical and allied imports 
(million dollars) 

Chemical and allied product 
wholesale price index, 
1947-1949— 100 

Petroicum and coal products 
corporate sales (billion 
dollars) 

Paint industry (million dollars): 
Sales 
Exports 
Imports 

Paint wholesale prices, 1947- 
1949— 100 

Soap sales, 1947—100 

Detergent sales, 1947—100 

Soap as per cent soap plus 
detergents 


$ 435 


$1250 $1450 


$ 300 


108.0 


33 percent 50 percent 
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26. STATISTICAL DATA (including Sources, 
Types, Revisions, and New Series) 


26.1 Facts and Figures for the Chemical Process In- 
dustries. Chemical & Engineering News, No 
vember 19, 1956, pp. 5624-97, 5700. [W.C.] 


This series of articles is a complete review of 
Statistics of recent years covering various phases of 
the chemical industry: 


1. Fact and Figures for the Chemical Process In- 
dustries. Maurice F. Crass and Marjorie V. Campbell, 
Pp- 5925-1. 

2. Finance. David M. Kiefer, pp. 5632-38 

3. 100 Chemical Process Companies (an analysis of 
their financial records—1939, 1953-1955), PP. 5041-57 

j. Basic Minerals. Paul W. McGann, pp. 5661-67 

5. Inorganic Chemicals. W. R. Koster, pp. 5669-77. 

6. Organic Chemicals. James H. Hibben, pp. 5678 


7. Chemical Specialties. Harry Stenerson, pp. 5687 

8. Foreign Trade. C. C. Goncannon, pp. 5693-97, 
5700. 


Together, these articles present a unique profile 
of the United States chemical industry as it has de- 
veloped in recent years. 


26.2 Better Statistics Coming. Chemical & Engineer- 
ing News, January 14, 1957, pp. 26, 28, 2g. 
[w.c.| 


A new guide to standard industrial classifications, 
expected to be issued by the U. S$. Government 
Bureau of the Budget before July 1, 1957, will reflect 
chemical industry growth patterns. This guide must 
be used by all government agencies in collecting and 
reporting statistics based on manufacturing establish 
ments. The chemical industry group in the proposed 
guide will be in two groups, group 28 for basic chemi 
cals, and group 29 for plants processing basic chemi 
cals. For the first time, it is proposed that the 
petroleum industry will be classed as part of the 
chemical industry in group 28 

This is the first major revision of the guide since 


27. STORAGE AND PACKAGING 


27.1 Packaging Spurs New Business. American 
Brewer, December 1956, pp. 91-71 ff. 


Packaging has changed the thinking, distribution, 
and merchandising of the brewing industry. Pack 
aging has helped make beer a home beverage. Total 
dollar sales of the brewing industry hit five billion 
dollars in 1955; this is roughly double the 1939 sales 
volume. Twenty years ago, 75 per cent of the beer 
consumed was draught beer. This situation has re 


versed itself. Today, 78 per cent of the beer consumed 
is packaged beer. 

Despite many state and local restrictions, food stores 
have become an important sales outlet for beer. Sales 
through supermarkets have risen from 7 per cent of 
consuming families in 1949 to 17 per cent In 1955 
Package stores have declined slightly to 29 per cent 
Tavern buying for off-premises consumption has held 
at about 12 per cent. Wholesale sales have dropped 
slightly to g per cent of the total, Grocery stores and 
delicatessens account for the rest 

At the present rate of growth, food outlets will 
sell 70 per cent of all packaged beer in another ten 
years. Per-capita consumption of beer has receded 
from its 1947 high of 18.7 gallons to 16 gallons per 
capita; however, this drop is deceiving, for the recent 
population increase has resulted in a decreased ratio 
of beer consumers to total population. In another ten 
yeurs OT 80, this population increase will prov ice 
tremendous market for beer 

The actual number of brewers in operation has 
varied inversely with the shift to packaged beer, fast 
trucks and good roads, and increased emphasis on 
merchandising. These factors have increased the mar 
ket range of the large brewers; small local or regional 
operators have been finding it rough going and in 
many instances have discontinued production 

Ihe major problem of the brewing industry is to 
get more people to drink beer rather than get present 
consumers to drink more beer. More than two thirds 
of all beer is consumed by only 14.5 per cent of the 
population, In 72.5 per cent of families, the male head 
decides what brand of beer should be purchased; in 
10 per cent, he and his wife decide jointly. The 
husband usually does the buying in 68.7 per cent of 
the families and in 10.2 per cent jointly with his wife 
In 1955, 86 per cent purchased their home beer supply 

n small containers, 4 per cent in 16 Ounce Containers, 
and 10 per cent in quarts 

Ihe introduction of the beer can was a major 
factor in shifting sales from the tavern to the home 
market. The selling points of the can are: (1) elimi 
nation of returns and deposits on bottles, (2) protects 
the beer from light, (9) easier storage and shipping, 
and (4) faster chilling. The selling points of bottles 
are: (1) no-deposit bottles are available, (2) bottle 
heer stays colder longer, and (4) the returnable 
bottle is cheaper than the can. For the first six months 
of 1955, 78 per cent of all beer was packaged; 94 per 
cent of packaged beer was packed in cans. Brewers, 
striving to increase their market share, are utilizing 
a wide range of new can and bottle sizes 

The six-pack carrier is the key to supermarket 
sales of beer. The advantages of the carry carton are 
(1) it is lightweight, convenient to handle, and easily 
disposable; and (2) it enables purchase of beer in 
quantities in keeping with weekly needs. The cartons 
are much more than a mere carrying case. They 
contain high-quality art work and serve as point-of 
purchase advertising. Much of this advertising is 
keyed to the housewife. 
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31. TRANSPORTATION 


$1.1 Tank-Truck Hauling Dilemma (sic) Private vs. 
For-Hire. Chemical Week, October 13, 1956, 
pp. 114-16. [w.c.] 


The chemical industry's traffic managers are un- 
enthusiastic about the prospect of ownership and 
operation of tank-truck fleets but feel it may be 
necessary to meet Competition, 

Smaller companies and distributors are more in- 
terested in the idea than large companies which rec- 
ognize that better service can be rendered but only 
at high costs. Some companies use both their own 
and private carriers, Their own trucks carry seasonal 
products and shelf goods for ultimate consumers. 
Reliance is placed on common or contract carriers 
for regular, large-quantity shipments. 


81.2 Mixed ‘Truckloads Stir Mixed Reactions. 
Chemical Week, December 8, 1956, pp. go, 92, 
94. 


The growing practice of delivering less-than-car- 
load quantities of related chemical products in one 
fully loaded mixed truckload and charging the con- 
sumer carload prices is one revived recently. Dis- 
tributors don't like it because it cuts their less-than- 
carload business, but chemical producers insist they 
have been forced into it by competitors. In general, 
broad-line chemical producers and truckers favor 
the practice as a means of improving business. 
Truckers get business which would otherwise go to 
railroads. 


81.8 What Traffic Managers Think of Motor Car- 
rier Salesmen. Charles A. Taff, Distribution 
Age, October 1956, pp. 40-41. [W.L.] 


The Customer Relations Council of the American 
Trucking Associations, Inc., conducted a survey 
among traffic managers to ascertain their views of 
motor carrier salesmen, A questionnaire was dis- 
tributed nationally (presumably by mail to a non- 
random sample) and replies from 1,000 managers were 
analyzed and tabulated. Information requested in- 
cluded the primary considerations which determined 
the selection of truck or rail service, the traffic mana- 
ger's preference in advertising media, and suggestions 
for improving the effectiveness of motor carrier sales- 
men. 

Traffic managers were asked te describe motor 
carrier salesmen by checking a list of pertinent facts 
about them, The results, ranked by frequency of 
appearance on each completed questionnaire and the 
percentage of trafic managers checking each item, 
were: (1) just drop in to solicit—67 per cent; (2) don't 
know enough about business—5o0 per cent; () offer 
some help in routing, packaging, loading docks, and 
other problems—47 per cent; (4) arrive with definite 


prospectus—42 per cent; (5) use sales presentations 
literature—g2 per cent; (6) indulge in too much social 
conversation—20 per cent; (7) sell motor freight 
institutionally—2o per cent. 

Traffic managers listed twelve specific suggestions 
for improving effectiveness of motor carrier salesmen. 
They especially stressed the need for better selection 
and training of salesmen in order to increase sales- 
men's technical knowledge and hence bolster the 
services rendered to Customers. 


81.4 Maritime Transport. Organization for Furo- 
pean Economic Cooperation, 200 P Street, 
N.W., Washington, D. C., July 1956, 75pp. 
[K.A.G.] 


Second annual report of the economic situation in 
world maritime transport, covering 1955. World sea- 
borne freight rose 6 per cent during the year. This 
included a tripling of coal shipments from the U. S. 
to Europe and an over-all increase in iron ore ship- 
ments of 18 per cent; wheat, 13 per cent; and oil, 7 
per cent. The general reason given is rising industrial 
output. 

Effects included a nearly full utilization of ship 
space together with heavy advance bookings of space; 
increased freight rates which did not quite reach the 
1951 peak; nearly all world shipyards (except the 
U. S.) full to capacity with orders for new boats. 
Tanker capacity is up two and one half times from 
prewar and expected to double again in a few years. 
Oil shipments are expected to increase 6 to 10 per 
cent per year for the next ten years. 

Greater port congestion in world ports is worsening 
the slow turn-round times, which already were run- 
ning up shipping costs and slowing deliveries. 

World air freight is up 20 per cent; air mail, 10 per 
cent; air passenger travel, 100 per cent; and sea pas- 
senger travel, 55 per cent. 


31.5 Piggy-Back Gets a Lift. Distribution Age, Sep- 
tember 1956, p. 43. [W.L.] 


In June, Missouri Pacific Lines introduced a new 
piggy-back method of transportation—handling the 
body of a trailer by train. Trailers are spotted at the 
shippers’ platforms and sealed after loading is com- 
pleted. Tractors then deliver trailers to a gondola or 
any type of flat-bottom freight car available. Elec- 
trically operated gantry cranes load the trailer body 
onto the railroad car in about five minutes and 
replace it on a truck chassis in approximately seven 
minutes. Advantages claimed for this new handling 
as compared to the regular piggy-back style are: (1) 
the dead weight of hauling the chassis is eliminated; 
(2) no specially equipped type of freight car is re- 
quired; and (g) the trailer body, once detached from 
the chassis and loaded in the gondola cars, is almost 
impervious to shock. 


RESEARCH IN MARKETING 


477 


82. WHOLESALING 


$2.1 A Helping Hand for the Nationwide Step. 
Chemical Week, October 6, 1956, pp. 82, 84, 
86, 88. [w.c.] 


Despite the many known hazards of going into 
national distribution, more chemical specialty makers 
are doing it. The incentives are high profit opportu- 
nities. The way is eased by use of competent manu- 
facturer’s sales representatives or agents. These rep- 
resentatives and agents handle consumer advertising, 
dealer contacts, and other promotional functions, 
with fees of 5 to 10 per cent of gross sales but tra- 
ditionally do not ship, bill, or stock. Their major 
interest is to sell. 


$2.2 Materials Handling’s Missing Link. Hugh G. 
Jarman, Distribution Age, September 1956, 
pp. 58-Go. [w.t.] 


One trouble spot in the mechanization of materials 
handling is found in the no-man’s land between 
production and final distribution—that point at 
which the product comes off the production line and 
is sent on its way to warehousing or shipping. The 


effectiveness of mechanized equipment is often 
bogged down as manual labor struggles with the 
problem of moving the product from the end of the 
conveyor line. To eliminate this bottleneck, the 
automatic pallet loader is being used. 

The pallet loader is an automatic machine which 
receives cartons from one or more sealing machines 
and stacks them on pallets. When a pallet is loaded, 
it is automatically ejected from the machine and is 
replaced by an empty pallet. Thus, manual handling 
of cartons—once the cartons leave the packaging 
machine—is practically eliminated. For example, in 
a plant having a 25-carton-a-minute output, the 
savings in manpower often exceeds 200 man-hours a 
shift per week. 

The pallet loader, while it is a time saver, is not 
recommended for every packing operation. It is rela- 
tively expensive and often requires additional in- 
vestments in collecting conveyors and controls. A 
cost-chart analysis utilized by the Sun Oil Company 
estimates savings from such an installation on a one- 
shift plant operation averaging 15 cartons a minute 
are $8,100 a year, while savings of a two-shilt opera- 
tion producing 17 Cartons a minute are $18,400 a year. 
The Sun Oil formula for determining whether or not 
the installation of an automatic pallet loader is 
economically feasible is presented. 
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Legislative and Judicial Developments 
in Marketing 


WILLIAM F. BROWN, Editor 


Editorial Staff: KeEnnetH ]. Curran, Colorado College 
Raven L. Northwestern University 


Initials of staff members, in brackets following subject headings, identify the reviewers of the 
individual items. 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest; (2) new cases which consti 
tute more or less routine reaffirmation of well-estab 
lished rulings; and (4) decisions handed down by in- 
ferior courts which are likely to be reviewed by 
higher courts or which deal with trivial problems, 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 
I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality ‘ 
C. Packaging and Conditions of Sale 
. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maximum) 
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IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
Bb. Nonadvertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


A. Market Control 


1. Newburgh Moire Company, Inc. v. Su- 
perior Moire Company, Inc., 237 F.2d 283 (CCA 
3, September 1956). [K.J.c.] 


The principle that a patentee may include 
price-fixing provisions in licenses authorizing 
others to manufacture and sell a patented prod- 
uct was established at the turn of this century. 
(Bement v. National Harrow Co., 186 U.S. 70 
[1g02]). This principle was reaffirmed in the 
leading case United States v. General Electric 
Company (272 U.S. 476 [1926]) when the Su- 
preme Court upheld General Electric's right to 
license Westinghouse to manufacture electric 
light bulbs and sell them at controlled prices. 
Since then, however, the General Electric prin- 
ciple has had some narrow escapes and has been 
limited in several respects. In deciding United 
States v. Line Material Company in 1948 (333 
U.S. 287), four Supreme Court justices of an 
eight man Court wanted to discard the princi- 
ple and be done with it. To this the other jus- 
tices would not assent, but the outcome of the 
decision was to deny the privilege of price fixing 
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to patentees acting concertedly in cross-licens- 
ing agreements. In the same year, the Supreme 
Court held to be illegal licensing accompanied 
by price fixing where the licensing was industry- 
wide. (United States v. United States Gypsum 
Co., 333 U.S. 364). However, it has never been 
clearly ruled that multiple licensing accom- 
panied by price fixing is illegal, for the Su- 
preme Court later explained that the basis of 
its Gypsum decision was the conspiracy among 
the firms of the industry to restrain competition 
by the licensing and price-fixing device. 

Realizing that he was entering a legal no 
man's land, Judge Biggs in the case at hand 
ruled unequivocally that multiple licensing ac- 
companied by price fixing is contrary to the 
antitrust laws. The patentee, Newburgh Moire 
Company, had licensed two firms in its industry 
to use its patented process fixing minimum 
prices, thereby securing control over the prices 
of three of the five firms in the industry. Clearly 
indicating his disapproval of the General Elec- 
tric principle in general, Judge Biggs wrote: “At 
worst, we think that the patent laws were not 
intended to empower a patentee to grant a 
plurality of licenses, each containing provisions 
fixing the price at which the licensee might sell 

. and that, if a plurality of licenses are 
granted, such provisions therein are prohibited 
by the antitrust laws.” 


2. United States v. Continental Can Com- 
pany, Inc. and Hazel-Atlas Glass Company, 
CCH 4 68,479 (D.C.S.N.Y., September 1956). 
[K.J.c.] 

As part of its campaign to enforce the anti- 
merger section of the Clayton Act in the face of 
the current flood of combinations, the Depart- 
ment of Justice sought an injunction stopping 
the proposed acquisition of Hazel-Atlas Glass 
Company's assets by Continental Can. The re- 
quest for the injunction was refused by the 
Court as unnecessary because the combination 
could be undone by ordering divestiture of the 
acquired assets if this combination ultimately 
is held to be in violation of the law. 


3. Marjorie D. Kogan v. Schenley Indus- 
tries, Inc. et al., CCH © 68,554 (D.C. Del., De- 
cember 1956). [K.J.c.] 

In view of the present wave of corporate 
mergers and the resulting rash of Department 
of Justice suits charging violation of section 7 


of the Clayton Act, the decision in this case is 


significant. 

This suit was the outgrowth of the recent 
acquisition of 88 per cent of the stock of Park 
and ‘Tilford Distillers Corporation by Schenley 
Industries. A minority stockholder of Park and 
Tilford brought suit on behalf of her corpora- 
tion (a so-called derivative suit) for treble dam 
ages charging that the acquisition of Park and 
Tilford’s stock had violated the antimerger sec- 
tion of the Clayton Act (section 7) and that, as a 
result of the acquisition, Park and Tilford had 
suffered loss in the form of a number of valu- 
able franchises. 

This decision did not consider the merits of 
the plaintifi’s charges but only the question 
whether a minority stockholder could bring a 
derivative antitrust suit for treble damages 
against an offending corporation. Prior to the 
adoption in 1946 of the current Federal Rules 
of Civil Procedure, such a suit had been barred 
—not because the stockholder did not have 2 
right to bring it but because of a procedural 
difhculty. This difficulty arose because a defend- 
ant in a treble damage antitrust suit had a right 
to a trial before a jury in an action at law. On 
the other hand, derivative stockholders’ suits 
could only be maintained in equity without a 
jury. However, according to the judge, this pro- 
cedural difficulty had been removed in 1946, for 
the new rules of procedure eliminated the dis- 
tinction between “actions at law” and “actions 
in equity.” There is now only one form of ac- 
tion known as “civil action.” ‘Thus, a stock- 
holder now has a procedure open to him by 
which he may bring a derivative suit on behalf 
of his corporation for treble damages for losses 
suffered as a result of an illegal merger. 


B. Collusive Practices 


1. Davis Pleating and Button Company v. 
The California Sportswear and Dress Associa- 
tion, Inc., et al., 145 F. Supp. 864 (D.C. S. 
Calif., January 1956). [k.J.c.] 

Since the early 1940's, labor unions have been 
held immune to the antitrust laws except where 
they combine to restrain trade with nonlabor 
organizations. (United States v. William L, 
Hutcheson, 312 U.S. 219 [1941]). Relying on this 
principle, the Davis Pleating and Button Co., 
an open-shop employer, sought a preliminary 
injunction against the operation of a clause in 
collective bargaining contracts of a garment 
workers’ union with various clothing manufac. 
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turers whereby the clothing manufacturers 
agreed not to deal with nonunion employers. 
Judge Mathes denied the injunction on the 
ground that a union does not lose its immunity 
to the antitrust laws unless the nonlabor parties 
to the restraining combination have joined the 
restraint with the purpose of receiving some 
trade or marketing advantage. There was no 
evidence that such had been the purpose of the 
clothing manufacturers in accepting the clause 
which limited their trade relations to firms hav- 
ing contracts with the garment workers’ union. 


2. United States v. Aero Mayflower Transit 
Company, Inc. et al. CCH 4 68,526 (D.C. 
S. Ga., September 1956). [K.J.c.] 


A United States Government suit against 
household goods movers operating in the Savan- 
nah area was settled by a consent decree for- 
bidding agreements tampering with price quota- 
tions to the government for the movement of 
household goods of military personnel and dis- 
solving their local trade association. The settle- 
ment was accepted by the Court when consented 
to by the defendants but without the consent of 
the United States Government—an unusual pro- 
cedure because the accepted practice is to re- 
quire agreement to a consent settlement by 


both sides. 


_ g United States v. Maryland Cooperative 
Milk Producers, Inc. and Maryland and Vir- 
ginia Milk Producers Association, Inc., 145 F. 
Supp. 151 (D.C. Dist. of Col., October 1956). 
(k.J.c.] 

‘Two farmers’ cooperatives may legally fix, by 
agreement with each other, the prices of the 
products that they distribute. Such was the rul- 
ing of Judge Holtzoff in an antitrust suit brought 
by the Department of Justice charging the coop- 
eratives with violating the Sherman Act when 
they agreed on a common price for milk sold to 
a United States military establishment. The 
Judge's decision was based on the antitrust ex- 
emption given agricultural cooperatives by the 
Clayton Act and subsequently reaffirmed in the 
Capper-Volstead and Cooperative Marketing 
Acts. 

The Government's contention that the Clay- 
ton Act exempted the collective action of farm- 
ers acting within their cooperative, but did not 
exempt price-fixing agreements between coop- 
eratives, was rejected by the Judge who felt that 
it was “immaterial whether a large group of 


farmers organizes a single (cooperative) organ- 
ization or divides itself into several organiza- 
tions. Their joint activity, whether in the form 
of a single association or two or more associa- 
tions, is not an illegal combination in restraint 
of trade in the light of the provisions of the 
Clayton Act.” The Judge was quite explicit, 
however, in stating that the antitrust exemp- 
tion would not extend to restraining agreements 
between a cooperative and business organiza- 
tions not in that category. 


4. The Washington Professional Basketball 
Corporation v. The National Basketball Asso- 
ciation et al., 147 F. Supp. 154 (D.C.S.N.Y., De- 
cember 1956). [k.J.c.] 


The legal status of professional sports under 
the antitrust laws becomes more confusing all 
the time. The confusion started in 1922 when 
the Supreme Court ruled that professional base- 
ball was not interstate commerce and hence 
was exempt from the Federal antitrust statutes. 
(Federal Baseball Club of Baltimore v. National 
League of Professional Baseball Clubs, 259 U.S. 
200). In 1953 the Supreme Court stuck by its 
guns and again held that professional baseball 
was exempt because to reverse the 1922 decision 
would have disrupting effects on the sport. 
(Toolson v. New York Yankees, 346 U.S. 356). 
However, in 1955 the same Court found proles- 
sional boxing to be interstate commerce, hold- 
ing that the two baseball decisions could not 
be interpreted as granting a sweeping immunity 
to professional sports. (United States v. Interna- 
tional Boxing Club, 75 S. Ct. 259). In the un- 
enviable position of having to decide whether 
professional football constituted interstate com- 
merce in the light of the above decisions, a 
Circuit Court of Appeals ruled that football was 
more like baseball than boxing since it is a team 
sport, and hence it is not interstate commerce. 
(Radovich v. National Football League, 231 
F.2d 620, sce THE JOURNAL OF MARKETING, Octo- 
ber 1956, p. 231). Now, to cap the climax, a 
Federal District Court has found that profes- 
sional basketball, coupled with the sale of rights 
to televise and broadcast the games, is interstate 
commerce. Recognizing that the less said under 
the circumstances the better, Judge Sugarman 
wrote a very short decision that throws litie 
light on his reasoning. ' 

The confusion in regard to the status of pro- 
fessional sports may be clarified in the near 
future, for the Radovich case has been appealed 
to the Supreme Court. 
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5. Holophane Company, Inc. v. United 
States, 76 S. Ct. 192 (November 1956). [K.J.c.] 

In 1954 a United States District Court (South- 
ern District of Ohio) found that the Holophane 
Company, an American corporation, had vio- 
lated the Sherman Act by entering into agree- 
ments with two foreign companies—one Eng- 
lish and one French—dividing the world into 
noncompetitive markets (CCH 4 67,679). The 
arrangement among the companies was a typical 
cartel arrangement and the finding of the Court 
was not surprising. The decree settling the case 
included the usual provisions canceling the il- 
legal agreements and enjoining future arrange- 
ments suppressing competition. However, the 
decree went much further than usual in order- 
ing Holophane to take positive action to pene- 
trate the markets formerly reserved to its Eng- 
lish and French co-conspirators. It required 
Holophane to offer its products in the territories 
of the English and French companies at prices 
comparable to those charged in the United 
States, to seek distributors in those areas, to ad- 
vertise in appropriate journals, and to notify 
all would-be purchasers within these markets 
who had shown an interest since 1948 Uhat its 
products were available for purchase. 

Alter the decision, Holophane appealed its 
case to the Supreme Court which upheld the 
lower Court's decree. Its decision was unani- 
mous except with respect to the section of the 
decree (section XI), which made the unusual 
provisions for positive competition described 
above. That section was affirmed by an equally 
divided Court. 

Concerning the Holophane case, it is encour- 
aging to find American courts ready to take 
drastic action to restore competition where it 
has been suppressed and more concerned with 
the public's welfare than the private interests of 
the offenders. However, it is probably overly 
optimistic to expect that a court can, in prac 
tice, call forth vigorous competition by edict or 
do much more than create an environment 
favorable to competition in which it may de- 
velop in time by sweeping away formal arrange- 
ments that have suppressed it. 


6. Advertising Specialty National Associa- 
tion v. Federal Trade Commission, 238 F.2d 108 
(CCA 1, November 1956). [w.r.B.] 

Devoted though we may be as a nation to the 
concept of competition, individual business 
groups seem constantly to be seeking new ways 


of avoiding at least the more rigorous forms of 
price competition. There is a great variety of 
devices that may be employed to minimize price 
cutting by competitors, but on the other hand 
there are also a number of means by which the 
government (as in this case) or an individual (as 
in the following report) may check such efforts 
if they go beyond the law. In the present in- 
stance, the Federal ‘Trade Commission, acting 
under section five of the Federal Trade Commis- 
sion Act, took action against an association 
which attempted to avoid price cutting by in- 
direct means. The members of the group are of 
two classes, manufacturers who produce adver- 
tising specialties and jobbers who sell them to 
the ultimate purchasers (usually business firms 
who give them to customers). Most of the manu- 
facturer members of the association sell on a list- 
price basis, that is, they base their prices to the 
jobber at a stated price (at which they expect 
the jobber to sell to his customer) less a more-or- 
less standard discount which constitutes the 
jobber’s margin. Under an alternative pricing 
method, net pricing, the manufacturers simply 
state the price which the jobber must pay for 
the item; no suggestion of the price at which 
the product should be sold to the customer is 
made. 

The commission found that evidence indi- 
cated that there was informal agreement be- 
tween the manufacturers and jobbers to sell on 
a list-price basis. It found, too, that pressure 
was applied by various members of the associa- 
tion not only to require reluctant manufacturers 
to sell on this basis but also to force them to 
police their jobbers in order to ensure that the 
latter observed the list prices in sales to cus- 
tomers. The net effect of this pressure, of course, 
was to prevent price cutting at the customer 
level. 

The commission issued a cease and desist or- 
der prohibiting the use of list pricing accom- 
panied by attempts to enforce such pricing 
methods on members. (However, the order spe- 
cifically exempted any formal resale price-main- 
tenance contracts established legally in con- 
formance with the Miller-Tydings and McGuire 
Acts. Apparently manufacturers in this industry 
have made little use of such formal price main- 
tenance.) In affirming the commission's order, 
the Circuit Court of Appeals noted that the 
evidence clearly demonstrated the existence of 
the pressure toward conformance, adding that 
such a common course of action—even in the 


absence of formal contract or agreement—con- 
stituted a violation of the law. 
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7. Fort Wayne Cleaners & Dyers Assn. v. 
Price, CCH © 68,529 (Indiana Appellate Court, 
November 1956). 


In a lower Court action the appellee in this 
proceeding, Price, had obtained both an in- 
junction against the Fort Wayne Cleaners & 
Dyers Association ordering it to cease certain 
activities and an award of damages to the extent 
of $14,475. Price, a former member of the asso- 
ciation, established a new cleaning plant in a 
small shopping center in Fort Wayne in 1948. 
He decided that there existed an opportunity 
for a cash-and-carry type of service in this area 
and determined to allow his customers a 10-per 
cent discount from the uniform schedule of 
prices set by the association. He also adopted 
an advertising program and arranged for time 
on the Fort Wayne radio station. Price notified 
the association of his intentions before putting 
his plan into effect. He was visited by officials 
and a number of members of the group who 
attempted to dissuade him and hinted that he 
would encounter difficulties if he persisted. He 
remained adamant and embarked upon the pro- 
gram. Sure enough, he was notified by the radio 
station that his advertising was unacceptable 
and his time arrangements were voided. Fur- 
thermore, several acts of vandalism damaged 
his establishment and thereafter his insurance 
agent notified him that if he continued to re- 
fuse to abide by the price schedule of the asso- 
ciation, the clauses in his insurance contract 
dealing with vandalism and malicious mischief 
would be cancelled. Under these circumstances, 
Price felt compelled to return to the standard 
scale of prices. After doing so, however, he in- 
stituted suit against the association, seeking to 
obtain damages and an order to prevent further 
interference. 

In ruling upon his requests, the lower Court— 
here affirmed upon appeal—concluded that the 
evidence was sufficient to indicate that, contrary 
to the Indiana Anti-Monopoly Law, there ex- 
isted a conspiracy to coerce Price into comform- 
ance with the standard price schedule. The 
Court swept aside the association's argument 
that its actions did not come within the law 
because it sold services rather than products, 
Similarly it overruled the association's conten- 
tion that the award of damages was excessive, 
noting that in the few weeks after Price began 
allowing the discounts, his sales rose from $40 
per week to over $100 per week. The issuance 
of the injunction was also affirmed as a matter 
of course. 


II. REGULATION OF 
ACTERISTICS 


B. Product Quality 


PRODUCT CHAR- 


1. Florida Citrus Commission v. Golden 
Gift, Inc., 91 So. 2d 657 (Fla. Sup Ct., Octo- 
ber 11, 1956). [R.L.w.] 


Chilled orange juice is sold in paper cartons 
like those used for milk and is essentially a fresh 
orange juice. During some seasons of the year, 
the oranges available do not produce juice with 
enough solids to meet the regulation. The re- 
quirement can be met, however, by adding fro- 
zen concentrated juice or sugar to the juice. The 
Golden Gift company did this. 

Florida’s Citrus Commission held that this 
procedure was all right if frozen concentrated 
juice was used, but, if sugar was added, the 
product would have to be labeled “substand- 
ard.” ‘The Court upheld the commission ruling. 

The defendant's argument was based on the 
fact that canned orange juice had sugar added 
but was not labeled “substandard.” The com- 
mission said the two products were different— 
canned juice will maintain its flavor over long 
periods, whereas chilled juice will not. More- 
over, it was almost impossible to tell the dif- 
ference between actual orange juice and that 
with the sugar added. Therefore, the regulation 
was necessary to protect the public from de- 
ception. 

Possibly a more influential argument, al- 
though a difficult one to follow, was the state- 
ment by the commission that marketing of 
sweetened chilled orange juice in the fall when 
fresh oranges are tart would have “an adverse 
effect on the economy of the Florida citrus in- 
dustry.” 


III. REGULATION OF PRICE COMPETI- 
TION 


A. Price Discrimination 


1. Moog Industries, Inc. v. Federal Trade 
Commission, 238 F.2d 43 (CCA 8, November 
1956). 

E. Edelmann & Co. v. Federal Trade Com- 
mission, 239 F.2d 152 (CCA 7, December 1956). 

Whitaker Cable Corp. v. Federal Trade 
Commission, 239 F.2d 253 (CCA 7, December 
1956). [W.F.B.] 

The three petitioners in these cases are mem- 
bers of the automobile parts manufacturing in- 
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dustry and are seeking to have the Courts set 
aside cease and desist orders issued by the Federal 
Trade Commission against them. In each in- 
stance the petitioner had been found guilty of 
violating section 2(a) of the Robinson-Patman 
Act which prohibits illegal discriminations in 
price between customers. The first of the offend- 
ers, Moog Industries, produced and sold coil 
and leaf springs, piston rings, and similar prod- 
ucts. It had employed a cumulative quantity 
discount system by which rebates were given at 
the end of the year to buyers whose volume of 
purchases during the year met the required 
levels. Discounts varied by lines but reached as 
much as 20 per cent. The second offender, Edel- 
mann, sold three classes of products: a brass line 
(chiefly brass fittings), a glass line, and a brake 
line. It had given trade discounts of 25 per cent 
on the brass line and 15 per cent on other lines 
to dealers who were warehouse distributors and 
to cooperative buying groups, that is, groups of 
retailers who had pooled their orders. Edelman 
also gave single-order quantity discounts 
amounting to a maximum of 15, per cent off list 
for single-order purchases of $25,000 of brass 
products or $15,000 of flexible lines. The third 
petitioner, the Whitaker Cable Corporation, 
produced and sold automotive cables and re- 
lated parts. It discriminated in price between 
customers on a cumulative quantity discount 
basis, giving rebates at the end of the year for 
purchases of specified quantities, but it also ne- 
gotiated prices with certain buyers on an indi- 
vidual basis which gave rise to a different sched- 
ule of prices to these buyers. The discounts were 
high—in some cases as much as go per cent of 
the net price. 

Although the three cases differed in some de- 
tails, the arguments employed by the petitioners 
tend to be somewhat alike. None of the respond- 
ents attempted to justify its price schedule on 
the basis of cost savings. Although some men- 
tion is made of meeting competitors’ prices (in 
both the Edelman and Whitaker cases, some 
reference is made to this defense), the evidence 
was apparently somewhat sketchy and the com- 
mission and the Courts refused to accept this 
defense as bona fide. Some complaints also were 
advanced concerning the ‘airness of the hear- 
ings before the trial examiners of the commis- 
sion, but again the Courts found the position of 
the defendants unsupported by adequate evi- 
dence. And in the Moog case, the petitioner also 
raises some question as to whether the products 
involved are of like grade and quality as re- 
quired by the act. The commission, approved 


by the Court, found that there was enough 
overlap in the items purchased by many of the 
distributors who received different prices to 
conclude that they were in competition. This is 
an interesting point because the matter of grade 
and quality has received almost no interpreta- 
tion by the Courts and there are many interest- 
ing problems yet to be settled in connection 
with this matter. 

The most important argument employed by 
all of the petitioners was that the commission 
had failed to show that the discriminations prac- 
ticed were injurious to competition. The Robin- 
son-Patman Act, of course, requires that price 
discriminations can be ruled illegal only when 
“the effect of such discriminations may be sub- 
stantially to lessen competition or tend to create 
a monopoly in any line of commerce, or to in- 
jure, destroy, or prevent competition with any 
person... .” The commission based its con- 
tention that competition is affected adversely 
by the discriminations of the three firms on the 
ground that: (1) the automotive parts industry 
is very competitive, particularly at the jobber 
evel, and (2) margins are very narrow. From 
these facts it inferred that if a particular jobber 
received a lower price and therefore a wider 
margin, he must therefore have obtained a com- 
petitive advantage. 

In answer to this, all three petitioners pre- 
sented witnesses (jobber customers) who testified 
that they had not lost any business because 
competitors had cut prices. It was this evidence 
that had caused Commissioner Mason appar- 
ently to dissent from the majority position of 
the commission on these cases because he felt 
that evidence of injury to competition was more 
important than an inference about whether in- 
jury might or would probably occur. ‘The Court, 
while perhaps agreeing with Commissioner 
Mason's position, concludes that the evidence 
presented by the witnesses is not truly indicative 
of the effect on competition, It takes this atti- 
tude because prices in the industry were gen- 
erally maintained; hence, no price cutting 
would be expected to occur. But clearly, the 
jobber who received a wider margin would be 
in a stronger position to survive in an intensive 
competitive situation (presumably on a non- 
price basis) than would his less-favored rival. 

Petitioners also make a point of the fact the 
differences in prices amounted to small amounts. 
The Court holds that this is not a relevant is- 
suc, citing the Morton Salt case (494 U.S. 47), 
and the Ruberoid case (189 F.2d 893% and 191 
F.2d 294). Another aspect of this same argument 
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is advanced by Whitaker, which contends that 
it does such a small proportion of the industry's 
volume—less than 1 per cent—that it cannot 
have a significant effect on competition. The 
Court answers this point by noting simply that 
in its particular field, Whitaker is a major pro- 
ducer and that in this segment of the industry 
it can affect the competitive situation very ap- 
preciably. In connection with this latter point, 
the Federal Trade Commission had argued that 
even had Whitaker been an inconsequential 
unit in the industry, the law would have ap- 
plied. The Circuit Court emphatically disagrees 
with this position of the commission, stating 
that the Robinson-Patman Act is not a price- 
control law—that if either the amount involved 
is insignificant or if the firm is but a very minor 
part of its industry, there is no appreciable ef- 
feet on competition. Competition and not in- 
dividual competitors are the concern of the act. 


2. Belfry Coal Co. v. East Kentucky Bever- 
age Co., 294 S.W. 2d 539 (Ct. of Appeals of Ken- 
tucky, October 1956). [w.F.b.] 


Although the so-called “Unfair Practices Acts” 
have been termed price-floor measures because 
they prohibit selling below cost (as defined in 
the acts) except in certain specified situations, 
most of these laws also include provisions pro- 
hibiting price discrimination. In some respects, 
these provisions are not unlike the federal laws 
dealing with this problem (the Clayton and 
Robinson-Patman Acts). The present proceed- 
ing is one of the very infrequent applications of 
this aspect of such statutes. 

The East Kentucky Beverage Company, de- 
fendant in this case, was a distributor of 7-Up 
and other bottled beverages in eastern Kentucky 
and western West Virginia. The evidence in- 
dicated that it competed vigorously with other 
beverage distributors, notably two Coca-Cola 
bottling firms. Prices had fallen to 80 cents per 
case in the general market area in the early 
1950's, but by 1953 two of the defendant's com- 
petitors had raised their prices to 96 cents per 
case in that part of the market area known as 
the Tug River section, which was separated 
from other parts of the market by physical bar- 
riers. Defendant went along with the price in- 
creases pioneered by his competitors in the Tug 
River area but felt unable to raise prices in the 
remainder of his territory. The Belfry Coal 
Company, located in the Tug River section, 
purchased bottled beverages from East Ken- 
tucky at the higher prices. In this suit, it at- 


tempts to obtain damages on the ground that it 
had been discriminated against unfairly and in 
violation of the Kentucky Unfair Practices Act. 
Neither the lower Court nor the Kentucky 
Court of Appeals found that Belfry had been 
damaged by the price discriminations because 
he did not compete with retailers in the other 
areas where the price had remained at the 80 
cent level. Furthermore, there was no evidence 
that East Kentucky had had any intention of 
damaging Belfry in any way. Therefore, the 
Court saw no violation of the Kentucky Unfair 
Practices Act, which requires both an intent to 
damage and an actual injury to competition. 


B. Resale Price Maintenance 


1. Esterbrook Pen Company v. San Juan F. 
Vilarino 5 y 10, Inc., 144 F. Supp. gog (D.C. 
Puerto Rico, September 1956). [w.r.p.] 


In what appears to be the first action under 
Puerto Rico's fair-trade act, the Esterbrook Pen 
Company here successfully secks to obtain an 
injunction to prevent the defendant from sell- 
ing Esterbrook pens at prices below the mini- 
mums set by contract. The defendant raised a 
number of the usual defenses. He states that 
many retailers have been and still are selling 
Esterbrook pens below prescribed prices. In 
support of this contention, he has shown some 
28 pens which were purchased at cut prices from 
retailers who were both signers and nonsigners. 
The Court dismisses this objection by noting 
that these were simply scattcred sales and that, 
while it may be true that Esterbrook had not 
been enforcing its fair-trade prices effectively 
before this time, it now appears to have de- 
cided to do so. The enforcement procedure 
must start at some particular point and the 
Court finds it logical that the manufacturer 
should take action against this defendant first 
because this firm had been widely advertising 
its cut prices on the pens. Although this view 
has been expressed by Courts in other jurisdic- 
tions, it does raise some added doubts—if any 
were needed—concerning the validity of the 
fundamental legal justification for fair-trade 
legislation, namely, that such resale price main- 
tenance is necessary in order to protect the good 
will of the manufacturer among consumers. 
Why, one wonders, does a brand owner who for 
years seems unconcerned about price cutting on 
his brand suddenly reverse his position and 
find, theoretically, that his good will among 
consumers is in danger of disappearing? There 
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may be good reason for such a change in his at- 
titude, but a truly honest approach to the sub- 
ject would seem to require the manufacturer to 
give evidence supporting his need for resale 
price maintenance. The Court, in concluding, 
gives the defendant the specific right to apply 
again to the Court for a dissolution of the in- 
junction in case Esterbrook fails to enforce its 
minimum-price schedule against all other re- 
tailers in the market area. 

Vilarino also argues that the Esterbrook Com- 
pany was not entitled to the order because it 
had discriminated against the defendant by 
giving greater discounts on sales to some whole- 
salers who were also retailers. The Court simply 
points out that there is nothing in the law or in 
decisions under it which indicates that prices at 
which a brand owner sells to dealers have any- 
thing to do with the establishment of resale 
prices under fair-trade legislation. In fact, the 
Court notes a number of holdings in which the 
contrary view has been enunciated. 

Finally, the defendant attacks the constitu- 
tionality of the act and charges that it is a viola- 
tion of the laws of Puerto Rico dealing with 
price stabilization. In answer to this challenge, 
the Court cites the Old Dearborn decision and 
reviews many of the arguments concerning fair 
trade. It concludes that in the absence of any 
specific ruling to the contrary by the United 
States Supreme Court, the fair-trade law of 
Puerto Rico is constitutional. As for the stabi- 
lization laws, the Court states that these apply 
only to basic commodities and that pens are not 
such products and therefore do not come within 
the scope of the acts. 


2. General Electric Company ~. Telco Sup- 
ply Company, CCH 4 68,546 (Arizona Superior 
Ct., Maricopa Co., November 1956). [w.F.n.] 


In a very brief statement, this Arizona Su- 
perior Court summarily invalidates the Arizona 
Fair Trade Act. Without stating its reasoning, 
the Court simply finds that the law is uncon- 
stitutional. (It is assumed, though the opinion 
does not so state, that the constitution referred 
to is that of Arizona.) Inasmuch as this is the 
first time the constitutionality of the Arizona 
Fair Trade Act has been before the Courts, this 
decision becomes the ruling one. Undoubtedly, 
it will be appealed. It might be mentioned, 
though, that in almost all such instances to date, 
the highest Court of the state has upheld the 
lower Court's decision respecting the constitu- 
tionality of the fair-trade law. 


3. Esso Standard Oil Company v. Secatore’s, 
Inc., CCH 4 68,547 (D.C. Mass., November 
1956). [w.F.B.] 

The federal statutes providing for resale price 
maintenance (the Miller-Tydings and McGuire 
Acts) as well as the state measures dealing with 
the same practice specifically provide that hori- 
zontal agreements respecting resale price main- 
tenance are invalid. This provision in all the 
acts is aimed at preventing competitors from 
getting together to set prices. In recent years a 
number of decisions have dealt with this prob- 
lem and have indicated some of the difficulties 
involved in defining the scope of competition 
at the same level. For example, in the McKes- 
son-Robbins case (reported in this section for 
October 1956 at page 233), the Supreme Court 
of the United States reversed a Circuit Court 
and found that McKesson, primarily a whole- 
saler of drug products, could not set resale 
prices upon items that it manufactured because 
in doing so it bound wholesalers with whom it 
was in competition to observe minimum prices. 
The present case is quite similar, 

Esso Standard Oil Company had established 
minimum prices for its gasoline in Massachu- 
setts. Secatore’s, operating two gasoline stations, 
cut these prices. The Court issued a preliminary 
injunction to prohibit such price cutting; but 
shortly after it did so, evidence was presented to 
show that the defendant was selling a large vol- 
ume of gasoline to commercial accounts. Sales 
in this category amounted to three and a third 
millions of dollars in 1955, of which about two 
thirds was accounted for by accounts buying 
over 100,000 gallons per year. Esso’s commercial 
department also sold to such commercial ac- 
counts directly. Therefore, Esso was in direct 
competition with Secatore’s. To permit Esso to 
hold Secatore’s prices at a specified level would 
then enable Esso’s commercial department to 
step in to obtain the business. Since the two 
were competing, any fair-trade contract would 
be horizontal in nature and therefore in viola- 
tion of the law. Accordingly, the Court vacated 
the earlier preliminary order and refused to is- 
sue a permanent injunction. 


4. Sunbeam Corp. v. Sherman, CCH 

68,549 (D.C.S.N Y., November 1956). [w.r.n.] 
The Sunbeam Corporation here secks to pre- 
vent a price cutter from employing one of the 


many techniques by which some sellers have at- - 


tempted to avoid the operation of the “fair 
trade” laws. Sherman—who operates under the 


\ 
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business name of Buyers’ Cooperative, Inc.— 
sold Sunbeam products, but he argued that he 
was not selling them at a discount because the 
only reductions the buyers received were in the 
form of quarterly patronage rebates based on 
the volume of purchases made by each con- 
sumer member. The Court notes, however, that 
the catalogues of the seller told customers very 
specifically what they could save on each Sun- 
beam article. Even more important, in the 
Court's opinion, was the fact that in 1954 a 
New York Supreme Court had ordered the same 
defendant to cease cutting prices in similar 
fashion on General Electric products which 
were in competition with those of Sunbeam. 
The Court took the position that in interpret 
ing state law, it would be unreasonable in this 
instance to take a different position than that 
already enunciated by a state Court; hence, it 
issues the order prohibiting the price cutting. 


5. Klein v. State of Delaware, 127 A. 2d 84 
(Delaware Supreme Ct., November 1956). [w.F.B.] 


Among the circumstances which may enable a 
retailer to ignore minimum prices in selling the 
fair-traded products of a particular manufac 
turer—one that has been firmly established by 
many decisions—is the situation which arises 
when a retailer acquires the stock of the 
branded products before the manufacturer sets 
the minimum resale prices. As this action dem- 
onstrates, however, even in such cases retailers 
must be careful. Klein had acquired about 
$5,000 worth of model 913 General Electric 
radios in December, 1955. On January 1, 1956, 
General Electric announced fair-trade mini- 
mums on this model. In February Klein wrote 
General Electric that he would return them at 
cost plus 20 per cent, adding that if he did not 
hear from the manufacturer in ten days, he 
would proceed to sell the radios at his own 
price. Unfortunately, Klein was in a somewhat 
vulnerable position. In 1954 he had been en- 
joined by the Court from selling G.E. radios at 
below fair-trade prices. Any future violation of 
the fair-trade price, then, would subject him to 
an action for contempt of Court. 

Klein began selling the radios at cut prices. 
In March General Electric shoppers acquired 
two radios from Klein, one of which had a man- 
ufacturing date of February, 1956. Klein stated 
that to the best of his knowledge all model 913 
radios sold had been purchased before January 
1, and two witnesses whom he called from dis. 
tributors could not specify under what circum- 


stances this radio could have been acquired. 
Klein did say that occasionally a radio had to 
be returned for exchange because of faulty con- 
struction and expressed the opinion that this 
might be such a radio. The Court did not con- 
sider that it was necessary to evaluate the evi- 
dence with respect to how the radio happened 
to be acquired. It simply held that at the time 
of the sale, Klein knew what the fair-trade price 
was and that he sold a radio subject to that 
minimum price at a lower price. Hence, he was 
in contempt of Court. The Court states “The 
manner in which he acquired it (the radio) 
makes no difference; the fact remains that it 
was acquired after General Electric radios were 
placed under fair trade.” If, indeed, this repre- 
sented the only radio Klein had acquired after 
January and if its acquisition was simply to re- 
place a faulty radio purchased before that time, 
the Court's attitude seems to be somewhat 
harsh. This is particularly true in view of the 
fact that often the Courts look upon scattered 
sales at below fair-trade prices as unimportant 
exceptions to a fair trader’s general enforce- 
ment of minimum prices. In any case, however, 
the statement by the Court makes it very clear 
that a retailer who feels free to ignore mini- 
mum prices for one reason or another should be 
very careful about the completeness of the evi- 
dence supporting his position. 

Klein also contended that even if his sale of 
the radio did constitute a violation of fair-trade 
minimums, he was not in criminal contempt of 
Court, as charged, because he had had no intent 
of violating the order of the Court. The Court 
again takes a rather rigid position. It states 
simply that an inference of intent occurs when 
a deliberately performed act—in this case, the 
sale of the radio—would clearly violate the law. 
In view of the evidence, it may be that an error 
by a clerk may have led to the sale, and actually 
an intent to violate the law may have been ab- 
sent. Nevertheless, the Court found Klein guilty 
of criminal contempt. 


V. REGULATION OF UNFAIR COMPETI. 
TION 


A. Advertising 
1. Sewell v. Federal Trade Commission, 
CCH 4 68,508 (CCA 9g, October 1956). [R.t.w.] 


Sewell manufactured a shoe insert which he 
advertised as a “scientific device,” a device which 
had a special effect on the cuboid bone of the 


on 
| 


LEGISLATIVE AND JUDICIAL DEVELOPMENTS 


487 


foot, and as a device which would be of aid with 
respect to “balance,” “better posture,” “elimina- 
tion of foot fatigue,” and “poise.” ‘The Federal 
Trade Commission ordered such advertising 
ceased as being deceptive. Sewell appealed the 
order and the Court reversed the commission 
order except for that part which prohibited 
reference to the device as a “scientific device” 
or as a device having a special effect on the 
cuboid bone. 

In the commission hearings, expert witnesses 
testified on both sides of the technical question 
of whether the device affected the cuboid bone. 
Therefore, the Court said, in a technical matter 
of this type, the commission can take its choice. 

On the question of whether the insert elimi- 
nated foot fatigue, improved balance, etc., Sew- 
ell produced many witnesses who said it did, 
whereas the commission had “a few” expert 
witnesses who held that such help would be 
largely coincidence. Foot troubles come from 
so many Causes that each case must be diagnosed 
and treated separately. 

The Court decided that the many satisfied 
users of the device supported Sewell to the 
point where these claims would be considered: 
only the usual “puffing.” 

Although it did not decide the question, the 
Court also questioned whether the commission 
examiner was fair in his hearings. The Court 
felt there were subtleties in his report that sug- 
gested the examiner arrived at a decision before 
the hearings. 

In a dissenting opinion, Judge Pope took is- 
sue with the majority. He cited FTC v. Algoma 
(291 U.S. 67) in which the Supreme Court stated: 
“The findings of the Commission as to facts, if 
supported by testimony, shall be conclusive.” In 
the present case, however, Judge Pope said the 
Court put itself as the expert to decide which 
testimony to believe. The Court decided that 
the “many” lay witnesses showed that some 
people got help from this device despite the 
testimony of a “few” experts. Judge Pope 
pointed out, however, that the advertising 
doesn’t say “some.” Thus, the commission's 
conclusion appears “rational” to Pope and the 


Supreme Court has said (Rochester Tel. Corp. 
v. U.S., 307 U.S. 125) that findings of an admin- 
istrative body are to be supported if they have a 
“rational basis.” 


B. Nonadvertising Promotional Methods 


1. Carl Drath v. Federal Trade Commis- 
sion, 239 F.2d 452 (CCA DC, December 1956). 
[R.L.W.] 


This is another of a long list of cases in which 
the Federal Trade Commission has prohibited 
the use of lottery devices in interstate com- 
merce. Its claim of interest lies in the two legal 
questions raised. 

Drath testified at the commission hearing 
after being served with a subpoena. Largely on 
the basis of his testimony, the commission cease 
and desist order was issued. This, Drath con- 
tended, was forcing him to testify against him- 
self. The Court held that he had not been pros- 
ecuted on the basis of his testimony but simply 
told not to perform certain acts in the future. 

The other question turned on whether three 
commissioners, sitting as a quorum, could issue 
an order or whether all commissioners had to 
participate. The Court found the majority 
quorum rule had been in effect throughout the 
life of the FTC and was a proper rule. 


2. North Dakota Trading Stamp Referen- 
dum (November 7, 1956). [R.L.w.] 


In 1955 the North Dakota state legislature 
passed a law requiring anyone using trading 
stamps to obtain a license at a cost of $6,000 
(see this section, January 1956). This, in effect, 
eliminated trading stamps from North Dakota. 

A petition to put the question directly to the 
voters was raised, and in November 1956, the 
poll was held. Supporters of the stamps won a 
sweeping victory, gaining a two-thirds majority. 
This will make it possible for merchants to use 
the stamps in North Dakota, at least until op- 
ponents think up another method of killing 
them. 
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BARRIERS TO NEW COMPETITION, 
by Joe S. Bain. (Cambridge: Harvard 
University Press, 1956. Pp. 329. $5.50.) 


This book may well come to be recog- 
nized as a major contribution to economic 
analysis. Professor Bain has identified an 
important loose end in the neotraditional 
theory of the industry, and he goes a long 
way toward tying it up in a satisfactory 
manner. The book is praiseworthy, also, for 
three other reasons: (1) It presents not 
mercly the theoretical analysis that is so 
customary in the field based upon plausible 
assumptions but also attempts to relate the 
new theory to the relevant empirical facts. 
(2) In arranging for this mutual confronta- 
tion of theory and fact, it presents us with 
many as yet unfamiliar but highly interest- 
ing facts of economic life. (3) lt shows a 
commendable modesty in making claims 
about what the empirical data do or do not 
prove. ‘There are no blatant extrapolative 
assertions; and, when the facts go counter 
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to the preconceptions, it is generally the 
preconceptions that are questioned, 

Professor Bain's principal argument runs 
somewhat as follows. It is well recognized 
that the state of competition in an industry 
is a major determinant of the quality of 
performance of that industry. However, it is 
not only the competition among the firms 
already present in the industry that is im- 
portant. The potential competition from 
potential new entrants into the industry 
may also exert a pronounced effect on an 
industry's performance. 

The “competition” from potential en- 
trants, while often fairly potent, is not quite 
of the same order of immediate effectiveness 
as that from already established firms. The 
reason is that a would-be new firm must first 
jump a hurdle before it can make its pres- 
ence felt. This hurdle is the entry barrier 
surrounding the industry—what Bain calls 
“the condition of entry.” The height and 
shape of the barrier differ for diflerent in- 
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dustries; and, accordingly, the force of po- 
tential competition differs also from case to 
case. 

Professor Bain presents us with a careful 
and extensive analysis, both on the con- 
ceptual and the empirical levels, of the con- 
dition of entry and of its effects. He visual- 
izes the entry barrier as consisting, really, of 
a progression of barriers of generally in- 
creasing height. The first of these (called 
the “immediate condition of entry”) applies 
to the most-favored firm or firms among 
the candidates for potential entry; and 
the other units of the progression apply to 
the successively less-lavored candidates or 
groups of candidates (the entire progression 
being called the “general condition of en- 
try”). The value of each member of the bar- 
rier is “evaluated roughly by the advantages 
of established sellers in an industry over po- 
tential entrant sellers, these advantages be- 
ing reflected in the extent to which estab- 
lished sellers can persistently raise their 
prices above a competitive level without at- 
tracting new firms to enter the industry” 
(p- 8). 

In his Chapter 1, Bain works out the 
basic theory of the condition of entry. He 
distinguishes, interestingly, among situa- 
tions of easy entry, ineflectively impeded 
entry, effectively impeded entry, and fully 
blockaded entry; he describes the circum- 
stances under which each should be ex- 
pected to occur; and he analyzes, for a con- 
siderable variety of cases, what effects will 
transpire. Then, in the main body of the 
book, he investigates the empirical data in 
the light of the conceptions worked out 
previously. He studies a sample of twenty 
reasonably diversified manufacturing indus- 
tries, selected primarily on the basis of im- 
portance and data availability. He uses a 
variety of different sources but primarily 
the findings obtained from a series of spe- 
cially designed questionnaires. The data 
are arranged so as to produce estimates of 
the height of the entrance barrier for each 
of the industries (by component and in to- 
tal), of the force of other performance-in- 
fluencing variables (such as the degree of 
concentration of the sellers already present), 


and of the caliber of performance of the 
industry (in terms of degree of output re- 
striction, size of profit margins, efliciency of 
production, and size of selling costs). Bain's 
procedure is, first, to determine the height 
of the barriers around the twenty indus- 
tries; next, to predict—on the basis of the 
theory—the performance consequences of 
each of the barriers; and, finally, to deter- 
mine the actual industry performance and 
to compare that with the theoretical pre- 
diction. 

In analyzing the determinants of the 
height and shape of the general condition 
of entry, Bain investigates in detail three 
principal factors; 

(1) the absolute cost advantages of estab- 
lished firms, arising from such things as 
their possession of patents or secret produc: 
tion methods or their easier access to sources 
of supply (including labor and capital 
funds) 

(2) the product differentiation advan- 
tages of established firms, arising from such 
things as buyer preferences for established 
brands or the ownership or preferential ac- 
cess of established firms to distributive out- 
lets 

(3) the presence of significant economies 
of large-scale firms, arising from real ccon- 
omies in production and distribution, pecu- 
niary economies resulting from bargaining 
power, and real and pecuniary economies 
in advertising and sales promotion. 

He finds, somewhat to his surprise, that 
product differentiation is the most frequent 
source of great entrance barriers, especially 
in consumer goods industries and that ad- 
vertising and the control of (or contractual 
aMfiliation with) wholesale and retail dis- 
tributors are the principal constituents of 
such product differentiation, 

With regard to the effects of differences 
in the condition of entry, the data, as Bain 
freely acknowledges, are not conclusive. It 
is quite clear, however, that very high entry 
barriers do make for significantly higher 
profits (independent of the effect of seller 
concentration on profits), The other ob- 
served effects, though not as clearly inter- 
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pretable, do in general tend to support 
most of Bain’s theoretical predictions. 

While we should be grateful for what 
Professor Bain has contributed to our un- 
derstanding of economic phenomena, we 
nevertheless can wish that he had pushed 
his analysis further and in other directions. 

(1) It would be interesting to study not 
only the barriers confronting potential com- 
petitors but also the barrier-jumping abil- 
ities and proclivities of the candidates for 
entry into an industry. In this study we 
might focus on such factors as the influence 
of uncertainty in the candidates’ minds, 
their risk-assuming desires, their self-confi- 
dence, their financial strength, their alternate 
opportunities, and similar behavior-deter- 
mining factors. These considerations might 
be as important in influencing the course 
of events in an industry as those determin- 
ing the shape of the entry barrier. 

(2) And in analyzing the behavior-pat- 
terns of the already established sellers, it 
might be worth while to consider the effects 
of their degree of uncertainty with regard 
to the actions of potential entrants. Each 
seller in an industry may understand the 
tendencies and foibles of his already active 
competitors quite well and form accurate 
anticipations concerning their actions, but 
he may find the “threat” of new competi- 
tion a quite vague and cloudy one. We 
should expect to find that the greater the 
uncertainty concerning potential entrants, 
the less effect does their potential competi- 
tion have. 

(3) It might be quite illuminating to tie 
together Bain's analysis of the condition of 
entry with the cobweb theorem and with 
that part of business-cycle theory which em- 
phasizes the effect of the gestation period of 
new productive facilities on the magnitude 
of entry. This joint theory should shed light 
on both the behavior of the economy, as a 
whole and on the dynamic behavior of the 
single industry. 

(4) From the marketing standpoint, it 
“would be interesting to speculate on the 
relevance of the theory to distributive in- 
dustries. We should expect, for example, to 
find the entry barriers to be generally lower 


and the profit margins generally lower, too. 

(5) From a marketing standpoint, again, it 
would be desirable to have a more complete 
analysis of the effects of “market” factors 
on the condition of entry. The importance 
of these factors was clearly attested to by the 
finding that marketing-determined product 
differentiation factors are the principal 
component of entry barriers in most cases. 
It may well be that marketing factors play 
more of a governing role in industry per- 
formance than they are customarily consid- 
ered to play. 

The book might be criticized in one re- 
spect. Professor Bain concludes his study 
by drawing from his findings some implica- 
tions for public policy. He recommends, for 
example, that in some cases entry barriers be 
reduced by prohibitions on further distrib- 
utive integration and by restrictions on ad- 
vertising. But such conclusions are based 
entirely on considerations of “efficiency”— 
no weight is assigned to such matters as the 
rate of product improvement or the stabil- 
ity and growth of the economy. Inasmuch 
as the neglected matters can easily outweigh 
in importance anything that may happen to 
price or cost, and since these matters are 
entirely outside the scope of Bain’s analysis, 
it would seem that at this stage no policy 
conclusions—even cautious ones—are war- 
ranted. 

SIDNEY SCHOEFFLER 
University of Massachusetts 


THE DEVELOPMENT OF MARKETS 
FOR NEW MATERIALS, by E. Ray- 
mond Corey. (Boston: Harvard Gradu- 
ate School of Business Administration, 
1956. Pp. 265. $4.00.) 

Professor Corey's book breaks new 
ground. Based upon a series of case studies, 
it deals with the problems confronting the 
producer innovator who attempts to intro- 
duce a new fabricating material. More spe- 
cifically, it is concerned with the experi- 
ences of certain major producers of three 
materials: aluminum, fibrous glass, and 
plastics. 

Dr. Corey's study provides impressive evi- 
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dence that the development of a new fab- 
ricating material is not completed with its 
technical perfection in the laboratory or 
pilot plant. Nor does it end with the dis- 
covery of promising applications in salable 
end products. Its success depends in no 
small degree on the willingness of the pro- 
ducer to undertake an aggressive marketing 
program, frequently of great breadth and 
complexity. ‘Ihe study is, therefore, also a 
study of the contribution of the marketing 
function to industrial growth. 

‘The study suggests that the producer in- 
novator does not always approach the prob- 
lem of market introduction with a carefully 
thought-out plan. He tends to feel his way, 
probing for soft spots and easy ways out. If 
he cannot find them or if he runs into un- 
expected problems, he tries new strategies— 
frequently assuming additional tasks. The 
consequence is that the pattern of market 
development varies from one case to an- 
other, making it difficult to generalize and 
to draw valid conclusions. 

In spite of such heterogeneity, Dr. Corey 
believes that it is possible to recognize three 
stages of the marketing program and to 
identify problems that are characteristic of 
each of them. This, then, becomes the plan 
of his book. 

Part I of the study concerns the material 
producer's efforts to build a fabricator cus- 
tomer group. This may be a critical phase 
of the market development program. It 
calls for identification of the fabricators 
which are most likely to provide a market 
for the material now and in the long run. 
To the producer, it may be tempting to 
seek such fabricator customers among the 
largest and strongest firms in the end-prod- 
uct industries. The case studies suggest, 
however, that the well-established concern 
is not always the best prospective customer. 
On the contrary, to such a firm, the new 
material may offer no more than the pros- 
pect of further capital outlays, increased 
rates of obsolescence, and—in general—dis- 
turbance of the status quo. Its reception of 
even a superior new material may, there- 
fore, be one of complete disinterest or at 
least an inclination to “wait and see.” 


In such circumstances, it may be advis- 
able for the material producer to work in- 
stead with the smaller, newer end-product 
manufacturers. He may, therefore, switch 
his marketing strategy from one of cultivat- 
ing the fabricators who can “do” the most 
for the new material to one of cooperating 
with end-product manufacturers for whom 
the material can “do” the most. In so doing, 
however, the material producer may have 
to assume additional burdens of technical 
and promotional support in order to per- 
fect the end product and establish it in the 
market. 

The extent to which the material pro- 
ducer should undertake technical develop- 
ment of end products depends, of course, on 
the cost of such development as well as the 
potential size and profitability of the new 
end-product markets as outlets for his ma- 
terial. It should be clear, however, that by 
assuming technical leadership the producer 
may gain a number of advantages. He can 
offer potential customers a tested product 
to make and sell, manufacturing know-how, 
and market support. By so doing, he may 
increase the number of end-product manu- 
facturers able to enter the new market and, 
hence, broaden his group of fabrication 
customers, 

Part If deals with another phase of mar- 
ket development in its early stages: the crea- 
tion of initial demand for the néw end 
product. In such an effort, the material 
producer may enjoy certain advantages over 
his fabricator customers. These grow out of 
his reputation for technical competence and 
service, the strength of his brand name, and 
his strategic position as a supplier to a 
broad market. It is, therefore, frequently in 
the interest of the material producer to as- 
sume leadership in the creation of demand 
for the end product. This may be especially 
true if the end product is differentiated 
from competing products primarily because 
of the particular materials from which it is 
made. 

The case studies suggest that when the 
new end product is an industrial good, this 
phase of the developmental program may 
be particularly sensitive and critical. It in- 
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volves not only the problems of selecting 
the market strategies that will be most ef- 
fective in overcoming resistance anc c.eat- 
ing demand but calls also for “market posi- 
tioning” the new product to prevent mis- 
application and improper use. 

The final part of the study considers 
some problems encountered in the develop- 
ment of the growing market. One of these 
problems is that of influencing fabricator 
customers to preserve a high-level end-prod- 
uct quality in order to foster the growth of 
the new market. A second problem area 
concerns the use of brand promotion by the 
material producer as a means of building 
selective demand for end products incor- 
porating his material. Still a third problem 
area is that of product policy in the long 
run—the question of whether the material 
producer will function as a materials sup- 
plier only, as an end-product manufacturer, 
or in both capacities. A final chapter pro- 
vides a summary and conclusions. 

Dr. Corey's study exhibits all the advan- 
tages and limitations of the “case-study” 
approach. The factual account of the ex- 
periences of particular manufacturers pro- 
vides new insights and affords reading that 
is frequently fascinating. But, somehow, the 
account is not always satisfying. The reader 
is often left with an empty fecling of wish- 
ing for additional information, particularly 
as it relates to considerations and motiva- 
tions that led managements to choose one 
course of action in preference to another. 
In some cases it might have been possible to 
obtain such information, as in the case of 
Congoleum-Nairn’s reversal of its original 
decision to stay out of the vinyl floor-prod- 
ucts field. 

In spite of Dr. Corey's conscientious ef- 
fort to differentiate between fact and inter- 
pretation, the reader sometimes feels un- 
certain, He wonders about the extent to 
which the selection of facts and their pres- 
entation reflects the author's personal inter- 
pretation of the situation. This problem is, 
of course, not peculiar to the case-study 
method; but it is, perhaps, emphasized by 
that approach. 

These are, however, criticisms of method 


rather than of the present study. Dr. Corey 
recognizes the limitations of his work. He 
is careful to point out that the case studies 
are not intended to provide a basis for 
generalizations as to “correct” or “‘incor- 
rect” approaches to problems of market de- 
velopment. Each case concerns a unique 
situation. He believes, however, that in 
combination they serve the much more lim- 
ited purposes of identifying characteristic 
problems encountered by the material pro- 
ducers and of permitting study of their ap- 
proaches to these problems. 

In the opinion of this reviewer, the study 
is a very valuable addition to marketing 
literature. It should be “must” reading for 
the practitioner as well as the teacher. 


S. G. WENNBERG 
University of Missouri 


MODERN INTERNATIONAL COM. 
MERCE, by Edward E. Pratt. (New 
York: Allyn and Bacon, Inc., 1956. 
Pp. 667. $6.50.) 

Authors undoubtedly find that it is very 
difficult to design an elementary text in for- 
eign trade which satisfies the wants of a 
large proportion of the teachers of this 
course. The reason for this difficulty lies in 
the fact that teachers at various institutions 
employ extremely diverse points of view, 
teaching methods, and topic coverage. 

The variation in topic coverage among 
institutions is probably the principal reason 
for difficulty in planning a textbook in for- 
eign trade. According to a recent survey 
conducted by the A.M.A. Subcommittee on 
the Teaching of Forcign Marketing, all of 
the following topics and many others are 
sometimes treated in a beginning foreign 
trade course: the organizational, markcting, 
and financial problems of firms engaged in 
foreign trade; the analysis of foreign mar- 
kets and channels of distribution; interna- 
tional economic theory; international cco- 
nomic policies of governments; institutions 
participation in foreign trade including 
transportation, financial, and governmental 
institutions which facilitate trade; technical 
procedures for exporting and financing 
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shipments of goods; and historical patterns 
of trade. 

Obviously, authors are confronted with 
the problem of either omitting many of 
these important topics or of surveying all, 
or a large number of them, in a brief and 
somewhat superficial manner. The market 
strategy adopted by the authors of most for- 
eign-trade texts has been to follow the sur- 
vey approach. 

Professor Pratt's new book is also a survey 
of the field, but certain topics have been ac- 
centuated and others de-emphasized to such 
an extent that it is a rather significant de- 
parture from previous texts. The book con- 
tains fifteen chapters of which five pertain 
to the marketing aspects of foreign trade, 
three to financial considerations, and one 
each to ancillary foreign trade services, tech- 
nical procedures of exporting, tariffs and 
customs, importing, and the legal aspects of 
foreign trade. In addition, there are intro- 
ductory and concluding chapters. 

The allocation of five chapters to the mar- 
keting aspects of forcign trade means that 
Pratt's treatment of these topics is substan- 
tially more extensive than that available in 
other elementary books. Much of the added 
space is devoted to a discussion of channels 
of distribution and other marketing pol- 
icies. 

In their analyses of the business aspects of 
foreign trade, earlier texts tended to stress 
the problems and procedures of handling 
individual export shipments rather than the 
policy decisions which must be made in es- 
tablishing and maintaining a successful for- 
eign-trading operation. Traffic considera- 
tions, for example, are generally more com- 
plex and occupy a more important role in 
the operations of firms in foreign than in 
domestic trade, and hence they merit good 
coverage. Nevertheless, many teachers have 
felt that an emphasis on procedural detail, 
combined with a relative inattention to the 
business-policy questions involved in for- 
eign trading, tends to make it difficult both 
to build upon the structure of knowledge 
students have acquired in other marketing. 
and business courses and to integrate for- 
eign-trade principles with the rest of the 


business curriculum. Professor Pratt's shift 
in emphasis and his somewhat expanded 
analysis of the marketing side of foreign 
trade will be considered by many teachers a 
step in the right direction and should be 
well received. To make room for the in- 
creased marketing material, the historical 
origins and theoretical bases of foreign 
trade and the statistical patterns of world 
commerce are relatively restricted in Profes- 
sor Pratt's text. 

In general, the execution of the book is 
praiseworthy, but in such a text it is easy to 
find »oints which one wishes had been han- 
dled Jifferently. Some discussion of the 
many controversies in foreign trade cannot 
be avoided, even if one sought to do so, 
which Professor Pratt does not. However, 
the author sometimes succumbs to the be- 
guiling temptation to take very positive 
stands on complex and controversial issues 
when he is unwilling to devote the space re- 
quired to defend his position or to state the 
case for the opposition. For example, in a 
half-page discussion (p. $4) of the distribu- 
tion of the gold supply, which relates to 
little else in its chapter, Professor Pratt 
states: “Even though the United States 
alone re-established the gold standard, other 
currencies would quickly find it necessary 
to convert, to some degree, their currencies 
into dollars, or, what would be the same 
thing, into gold, and those currencies would 
quickly find their natural levels.” Ignoring 
the typographical error, this is a rather de- 
batable sentence. It seems to ignore the fact 
that the United States is now on an inter- 
national gold standard. If the author means 
that a return to the domestic gold standard 
would insure convertibility of foreign cur- 
rencies, it is hard to guess his reasoning, and 
he offers none. 

Especially in his comments on govern- 
ment economic policy is the author given to 
delivering rather strong and often unsup- 
ported expressions of personal opinion. On 
page 36, for example, he says, “Foreign na- 
tions cannot expect that the United States 
will continue on its ignorantly prodigal 
course for long. Even the United States, 
with all her wealth, will sooner or later im- 
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poverish herself if she continues to give 
away her capital, services, know-how, and 
the other qualities which have made her so 
wealthy and powerful a nation.” Or again, 
in a discussion of the buying agencies of for- 
eign governments (pp. 71-72), he gives the 
impression that these agencies are bad be- 
cause, ‘Manufacturers and exporters found, 
however, that in dealing with these buying 
representatives they were up against a sys- 
tem of offers and bids. Quality being equal, 
the lowest bidder invariably took the busi- 
ness.” 

While Professor Pratt has very laudably 
provided an expanded discussion of the 
marketing aspects of foreign trade, he can 
occasionally, in the marketing sections of 
his book, confuse the reader by making un- 
usual applications of generally accepted 
terminology or by overstating his argument 
excessively, probably to provide emphasis. 
‘The description of the institution of the ex- 
port merchant offers a case in point. It is 
stated (pp. 57 ff.) that, “The term ‘export 
merchant’ is highly descriptive of this type 
of middleman. He is a merchant engaged in 
foreign trade who buys and sells on his own 
account.” So far, all is well; one is expecting 
to read a description of this very common 
type of organization. Then, continuing, the 
description becomes a little baffling as it is 
asserted that, “He has a far flung organiza- 
tion; branch houses, warehouses, branch of- 
fices, docks, transportation facilities, retail 
establishments, and even industrial enter- 
prises in foreign markets which he serves.” 
And later it is claimed that a manufacturer 
considering the use of export merchants 
“should recognize the fact that he is viewing 
a type of middleman in comparison with 
which, marketwise, the most influential do- 
mestic middleman sinks into insignificance. 
..» The manufacturer should realize that 
the export merchant takes the entire load of 
exporting off his shoulders. . . . In addi- 
tion, the manufacturer is relieved of all ob- 
ligations in connection with sales, market- 
ing, merchandising, advertising, delivery, 
and even services.” ‘To marketing teachers 
these are heretical words. Apparently, when 
writing this section, the author had in mind 


concerns like W. R. Grace and Co. In fact, 
Grace is discussed as an example of the ex- 
port merchant and it is stated that, “It 
would be difficult to name six similar organ- 
izations.” The Panama Railroad Co. and 
the United Fruit Co. are suggested as possi- 
ble candidates. All this is strange indeed, 
since at the beginning of this discussion the 
author listed as subcategories under export 
merchants: general export merchants, cable 
merchants, speculative merchants, raw ma- 
terial merchants and confirming houses. 
The upshot is that the reader is left uncer- 
tain as to just what an export merchant is 
because, despite the conflicting comments, 
the author never suggests that there is an 
export merchant anywhere who lacks the 
remarkable qualities described above. 

Such blemishes as the aforementioned 
will undoubtedly leave teachers with some 
explaining to do. However, Professor Pratt's 
work—with its valuable insights based on 
the author's long and varied experience in 
foreign trade—has many merits to offset 
such defects; and even the defects can per- 
haps be treated by an artful teacher as pro- 
vocative propositions which might well en- 
liven his class discussions. 


PETER S. KING 
Massachusetts Institute of Technology 


SHOPPING CENTERS: LOCATING 
CONTROLLED REGIONAL CEN- 
TERS, by Eugene J. Kelley. (Sauga- 
tuck, Connecticut: The Eno Founda- 
tion for Highway Traffic Control, 1956. 
Pp. 192. No charge.) 


“This is a study of the problem of locat- 
ing controlled regional shopping centers. 
Three questions were of primary concern. 
What is the role of social science theory in 
CRSC! site selection? What are the proce- 


* The author characterizes the Controlled Regional 
Shopping Center (CRSC) as one which is built on 
land owned by a single agency. The buildings typi- 
cally are owned by the developer. There is an assort- 
ment of different types of retail outlets offering a 
balanced representation of goods and service. It is 
planned so that “all of its development may be 
regulated for the benefit of both the community and 
the center itself.” Planning is done in advance of 
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dures used in selecting a site for a CRSC? 
What are the characteristics of a desirable 
site?” (p. 1) 

The author indicates that the study is not 
concerned with problems of CRSC manage- 
ment but only with the site-selection proc- 
ess (p. 11). He does not claim to have pro- 
duced anything statistically satisfactory but 
instead states that, “. . . the study reports 
the site-selection process of the six entre- 
preneurs as accurately as they were able to 
recall it after the fact. Because of various 
checks used during and after the interviews, 
it is believed that the material . . . result- 
ing from these interviews is valid” (p. 11). 

In the first part of the study, the author 
examines various contributions to the sub- 
ject of location theory, and most of the out- 
standing works on the theory of location are 
reviewed briefly. Although it is worth while 
to integrate the contributions of the econo- 
mist, geographer, and sociologist as the 
author has done, much remains to be ac- 
complished in tying together theory and 
practice. Perhaps the author could have 
gone further in applying the various loca- 
tion theories. For example, in his very short 
discussion of Reilly's law, there is no indi- 
cation as to whether this law could be ap- 
plied to shopping center location theory. 

Part II describes the locational practices 
actually employed in locating six CRSC: 
Shoppers’ World, Cross County, Roosevelt 
Field, Garden State Plaza, Bergen Mall, and 
Northland Center. Shoppers’ World is in 
Framingham, Massachusetts, and North- 
land Center is in Detroit. The other centers 
are in the New York area. The author takes 
the reader chapter by chapter through the 
actual location processes of each of these six 
CRSC. There is a considerable amount of in- 
teresting material which the author has 
through his check list standardized for each 
of the CRSC. Inevitably, he suggested ques- 
tions which were not fully developed. For 
example, he discussed a 29-minute figure 
which was used as driving time for the 


construction. The regional center is designed to serve 
from 100,000 to 1,000,000 people residing within go 
minutes driving time of the site, and it typically serves 
one large suburban area. 


CRSC customers. It would be interesting to 
know more about the derivation of this fig- 
ure. Part II suffers somewhat from too little 
evaluation and criticism of the procedures 
used by the developers of the six CRSC, 

The third part includes most of the con- 
clusions drawn from the study. The author 
indicates that “the developers of the six cen- 
ters did not knowingly use any of the body 
of social science theory on location. Indeed, 
they seemed to share an opinion that select- 
ing a suitable tract for development de- 
pended more on experience than on the use 
of theories or formulas. Actually the devel- 
opers were guided by principles and theory. 
But they did not articulate their principles 
or explain their action on _ theoretical 
grounds” (pp. 153-4). Further, “The justi- 
fication for the CRSC is that it serves to 
minimize transport costs, not of materials or 
labor but of shoppers. ‘The choice of a site 
at which transfer costs will be minimized 
for the largest number of automotive cus- 
tomers, will be facilitated through use of 
the following factors as criteria of site selec- 
tion” (p. 156). The regional factors cited 
are: population, purchasing power, growth, 
and competition. The site factors are: ac- 
cess, traffic, size, expansion, parking, cost, 
terrain, and utilities. It would be interest- 
ing to match these factors against the six 
CRSC included in the study. 

The author suggested an ideal pattern of 
CRSC site location which should be of in- 
terest to businessmen and teachers alike. 
The pattern takes the form of a procedural 
check list. The first step is the “determina- 
tion of the need and the degree of that need 
for new shopping facilities in the metropoli- 
tan area under consideration. ... The 
basic elements determining need for a shop- 
ping center in a metropolitan area are pop- 
ulation growth and distribution, and trans- 
portation.” The second step in site location 
is that of determining “the region in the 
metropolitan area offering the greatest 
promise. The typical metropolitan area can 
be divided into four quadrants emanating 
from the central business district. A center 
may attract shoppers from all points of the 
region, but its location on the periphery of 
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the central city ordinarily means the bulk of 
its patronage will come from one or two 
sections or quadrants.” The third step in- 
volves an inventory of available sites. The 
author suggests that a complete inventory 
would “ordinarily include every open tract 
of 50 acres or larger in the section.” The 
site factors listed above will later govern the 
ranking of the sites. The author discusses 
under this step the aerial mosaic inventory 
technique. ‘Trade area delimitation is next. 
It is suggested that the results be mapped 
isochronically and that a 30-minute zone be 
considered the outer limit of the trading 
area. Trade area population together with 
family income and its distribution must 
then be estimated. Secondary sources as well 
as field surveys may be used to arrive at 
some rough indication of income distribu- 
tion. Finally, the total retail purchases 
of inhabitants of the trade area are deter- 
mined. Population and income figures are, 
of course, utilized here. The adequacy of ex- 
isting retail facilities can be measured in 
part at least by the degree of escape trade. 

Among the conclusions drawn by the au- 
thor were the following: 


“Regionally, the most promising regional 
center locations are concentrated in the sec- 
tions of greatest suburban population 
growth of the major metropolitan areas. 

“Among site factors, more attention 
should be given to the expansion factor in 
the planning of regional centers. 

“The present trend is to larger regional 
centers. 

“The ratio of parking space to floor space 
increases with the size of centers. 

“The CRSC will serve a social function as 
an integrating force in suburban communi- 
ties.” 


The study represents a contribution to 
the literature on location processes. Teach- 
ers of retailing, marketing research, and 
even general marketing as well as real estate 
developers and persons interested in the 
growth of shopping centers can gain materi- 
ally from this study. 


ROBERT J. HOLLOWAY 
University of Minnesota 


AUTOMOBILE FRANCHISE AGREE- 
MENTS, by Charles M. Hewitt, Jr. 
(Homewood, Illingis: Richard D. Ir- 
win, Inc., 1956. Pp. 287. $6.00.) 


This book is concerned with a legal and 
economic analysis of automobile dealer 
franchise agreements from 1900 to 1955. 
The basic questions to be answered by this 
study, in Hewitt’s words, are as follows: 


1. When and why did the franchise agree- 
ment come into use in the automobile in- 
dustry? 

2. What were the basic characteristics of 
the early automobile franchise agree- 
ments, and how and why have automo- 
bile franchise agreements changed over 
the years into modern times? 

3. How have the courts viewed automobile 

franchise agreements and the various 

legal relationships that they create? 

Should the courts reappraise the entire 

area of franchise Jaw? 

5. What are some of the public interest as- 
pects of certain issues that are related to 
automobile franchise agreements? 


By working toward answers to these ques- 
tions, Hewitt has made a real contribution 
to marketing literature. This volume brings 
together a substantial amount of significant 
material concerning automobile manufac- 
turer-dealer relations in general as well as 
automobile franchise agreements in partic- 
ular. This is a task which has long needed 
to be done. 

Library material and trade publications 
were used extensively in this study, but ap- 
parently the most important source of in- 
formation was the reported franchise cases. 
The author has used these cases (approxi- 
mately 175 appear in an alphabetical list) 
not only to illustrate legal points but to fur- 
nish economic data as well. With respect to 
the use of these cases, Hewitt suggests that 
the reader untrained in law keep in mind 
that allegations made in law suits are not 
necessarily true. It is also important to rec- 
ognize that litigation in a given industry 
usually reflects unusual rather than typical 
situations. 
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Quite logically, the emphasis in this study 
is on the legal aspects of automobile fran- 
chise agreements. Nevertheless, marketing 
people who are interested in manufacturer- 
dealer franchise agreements will find this a 
valuable source of information. For exam- 
ple, in Chapter II, “The Experimental Pe- 
riod, 1900 to 1910,” the author discusses the 
major characteristics of the automobile in- 
dustry during that period as well as early 
distribution methods. Later, in Chapter 
VIII, “The Modern Industry and the Fran- 
chise, 1940 to 1955,” Hewitt gives consid- 
erable attention to recent economic devel- 
opments in the automobile industry. Here 
also are presented the major characteristics 
of the modern industry, as viewed by the 
author. In Chapter XII, “Epilogue,” signifi- 
cant events with respect to automobile man- 
ufacturer-dealer relations which took place 
in 1955 and 1956 have been included; how- 
ever, these are not a part of the original an- 
alytical study. 

Of fundamental importance to marketing 
people is the discussion and interpretation 
of the economic and marketing aspects of 
the automobile dealer franchise problem 
from a legal point of view. This will enable 
some in marketing to gain a new insight 
into an old problem. For example, alter 
having presented the basic characteristics of 
the modern franchise agreement in Chapter 
VIII, Hewitt makes the following state- 
ment: “Basically, however, all of the mod- 
ern franchises follow the same general pat- 
tern. This general pattern is based on a 
philosophy of dealer relations which devel- 
oped in the early days of the industry. The 
industry has changed in many respects—but 
the basic philosophy of the franchise agree- 
ment has remained substantially the same.” 
Those in marketing should read carefully 
the section entitled “A Critical Analysis of 
the Franchise Relationship,” which appears 
in Chapter IX. 

In Chapter X, “Freedom of Contract and 
the Public Interest,” the author presents 
the historical background of the “freedom 
of contract” concept, an instructive evalua- 
tion of this concept in relation to automo- 


bile franchise agreements and a reappraisal 
of the legal and economic aspects of these 
agreements. Also included is a discussion of 
certain public policy issues relating to the 
automobile franchise. In the latter discus- 
sion, Hewitt is concerned with identifying 
the public interest aspects of these issues 
rather than with suggesting public policy. 

In Chapter XI, “Summary and Conclu- 
sions,” the author answers the five basic 
questions to which he addressed himself. No 
effort will be made by the revicwer to sum- 
marize the author's conclusions. Of partic- 
ular interest, however, will be the final 
paragraphs of this chapter. Hewitt con- 
cludes: 

“The automobile manufacturers have 
contributed much to the high standard of 
living in America. They have also taken 
many steps designed to help their dealers. If 
there are still inequities and possible dan- 
gers to the public interest involved in auto- 
mobile franchise agreements as now drawn, 
it seems likely that the franchises will be 
changed in the future. 

“Will the manufacturers, the courts, 
dealer organizations, or legislation bring 
about changes in the franchise agreement? 
What will be the nature of future changes? 
There is a crucial need for further study in 
this area. Only facts and logical reasoning 
will provide the right answers at the right 
time.” 

No doubt serious readers of this book will 
find areas in which they will want to ques- 
tion the author's thinking. This is to be ex- 
pected in a study of this nature. It is a schol- 
arly, well-documented study and was origi- 
nally a doctoral dissertation prepared under 
the supervision of a committee well quali- 
fied in the fields with which it is concerned. 
It is the reviewer's feeling that taken as a 
whole, and viewed in the light of the au- 
thor’s stated objective, “. . . to explore one 
narrow aspect of this important [automo- 
bile} industry,” Hewitt has made an impor- 
tant initial contribution to this subject. 


ROBERT L. CLEWETT 
University of Michigan 
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TECHNIQUES OF RETAIL MERCHAN- 
DISING (Second Edition), by John W. 
Wingate and Elmer O. Schaller. (En- 
glewood Cliffs, New Jersey: Prentice- 
Hall, Inc., 1956. Pp. 574. $8.65.) 


This volume is intended to facilitate the 
training of independent store operators, 
buyers, and trainees as well as college stu- 
dents in scientific merchandising methods. 
The text—with numerous illustrative ex- 
amples—interprets the latest methods of 
planning, collecting, and analyzing mer- 
chandising figures and instructs the reader 
in the analysis of sales and stocks as a basis 
for making merchandising decisions. Em- 
phasis is upon maximizing sales and profits 
while safely minimizing merchandise in- 
ventories. 

This revised edition of an established 
textbook retains largely the same chapter 
and topical structure as the earlier edition 
in order not to outmode its coordination 
with the extensive problems and case work 
found in the supplemental volume, Prob- 
lems in Retail Merchandising (Fourth Edi- 
tion, Prentice-Hall, Inc., 1952). The ap- 
proach is realistic, practical, and scientific, 
with a minimum of theoretical background. 
A reduction in the number of pages from 
620 to 574 was accomplished partly through 
use of less-extended type faces. 

Parts I-II1 dealing with profits, prices, 
and inventories are organized to provide 
subject material for a one-term introduc- 
tory course in retail merchandising. Part LV 
and the several appendices offer subject 
matter for a more advanced course in mer- 
chandise planning and control. 

As to content, Part I discusses the basic 
profit elements and shows how to figure 
profits and to analyze and use the profit 
and loss statement. Part II deals with pric- 
ing: how to determine and average markup; 
how to plan markup and retail price; how 
to establish pricing policies, set price lines, 
and control markdowns. Part III concerns 
the taking and evaluation of inventories; 
the measurement and manipulation of 
stockturn; the control of stock shortages; 
and the disposition of slow-selling mer- 


chandise. Part IV shows how to analyze 
dollar sales and stock records; how to plan 
sales and markdowns, purchases and open- 
to-buy, stocks in dollars, model stocks and 
unit reorder quantities; how to control unit 
stocks through sales analysis and physical 
inventory analysis; and how to plan and 
control expenses. 

New or revised material has been added 
at various points in the text. Changes in- 
clude an expansion of sections dealing with 
sales-forecasting techniques, planning mer- 
chandise reserves by pinpointed control, 
and the planning and control of assort- 
ments. Added criteria for successful mer- 
chandise “leaders” are given, and there is 
more discussion of expense leverage and the 
calculation of break-even points in plan- 
ning and operation, productivity analysis 
and planning, and the use of electronic re- 
cording and tabulating equipment. 

The discussion of expense control has 
been shifted from the older Standard Ex- 
pense Accounting Manual of the Control- 
lers’ Congress of the National Retail Dry 
Goods Association to the new Standard 
Expense Center Accounting Manual (1954). 
A chapter was omitted on “How to Analyze 
Expenses; also, a brief section on work- 
room accounting. More attention is given, 
however, to the cost method of inventory as 
well as the retail method. In Appendix D, 
“Distribution of Indirect Expenses” was 
displaced by “Prorating Expenses to Items,” 
with an analysis of profitability where one 
or more brands is carried. Additional dis- 
cussion over all has been directed toward 
the needs of the small store. 

Numerous minor changes have been 
made in the text material which are in- 
tended, primarily, to add {o its “‘teachabil- 
ity.” These are in response to suggestions 
from teachers who have used the book in 
their classes. Clarifying headlines and sub- 
heads have been inserted, and the reword- 
ing of others has added felicity of expres- 
sion. A few formulas and examples were 
rearranged. Some chapter introductions 
were added or expanded, as for stock plan- 
ning. The statistical data presented were 
updated, and results from later studies have 
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been substituted for earlier surveys or com- 
pilations, as, for example, the discussion of 
the causes of markdowns. The number of 
illustrative tables was doubled, and mate- 
rial was added in the technical appendices 
at the close of certain chapters. 

Instructors who have used the earlier edi- 
tion of this text should find in the revised 
edition a classroom tool better sharpened 
and with its handles better adjusted to their 
grasp. This book makes no attempt to du- 
plicate the discussion of many phases of the 
work of the merchandise buyer which are 
competently presented in a companion vol- 
ume, Buying for Retail Stores (Third Edi- 
tion), by John W. Wingate (Prentice-Hall, 
Inc., 1953). The book reviewed retains 
capably its unique position in its field. 


A. HAMILTON CHUTE 
University of Texas 


RETAIL MERCHANDISE ACCOUNT- 


ING (Second Edition), by Hermon F. . 


Bell. (New York: The Ronald Press 
Company, 1956. Pp. 473. $12.00.) 

This is an awkward position to be in. 
The reviewer feels he is competent in the 
field of merchandising with a side interest 
in accounting. Mr. Hermon Bell, the au- 
thor of the book, is competent in account- 
ing with a side interest in merchandising. 
The book being reviewed falls between the 
specialties of author and reviewer. It is, 
therefore, only fair that the reader be 
warned of this circumstance so that the 
review can be evaluated accordingly. 

In the preface, Hermon Bell writes that 
the book is designed primarily for 
retailers and practical-minded students of 
retailing as well as for certified public ac- 
countants.” Generally, the book achieves 
this goal. It will serve as a reliable and de- 
tailed reference book for practicing ac- 
countants. It presents a good description of 
the procedures used and the problems faced 
by those responsible for keeping the ac- 
counting records for large retail concerns. 

The material on purely accounting topics 


is competently covered in detail, but the 
material on merchandising records is not 
covered well. This is illustrated in chapter 
10 in which unit controls are treated too 
lightly to be useful to either the merchant 
or the accountant. ‘That portion of chapter 
6 dealing with inventory dollar control suf- 
fers to a lesser degree from this same difh- 
culty. 

Bell also states in the preface, “The meth- 
ods explained and illustrated are adaptable 
to all sorts of retail conditions and to stores 
of any size.” Technically, this is true, but 
there are such great differences between the 
small store and the large store that adapta- 
tion by the small retailer is impractical. A 
passing reference is made to the cost-in- 
ventory method of accounting, but most of 
the emphasis is on the retail-inventory 
method. Because of this, the book carries 
an incomplete title. A more accurate title 
would be Retail Merchandise Accounting 
for Large Retailers. 

This book is the second edition and is 
considerably expanded over the book pub- 
lished in 1936. The expansion is in those 
problem areas that have developed out of 
changes in retailing since 1936. Bell has 
added over 100 pages dealing with prob- 
lems of the last-in-first-out valuation of in- 
ventories. This significant section brings 
the retail accountant up to date on the lat- 
est thinking and practices of both the Bu- 
reau of Internal Revenue and the account- 
ing practitioners on the complex subject of 
LIFO. 

Another noteworthy addition concerns 
the accounting problems of multiple-store 
merchandising which are discussed in chap- 
ter 16. This is particularly appropriate in 
view of the expansion that is taking place 
in the branch-store operations of depart 
ment and speciali~ stores. 

One aspect of the setail inventory method 
of accounting which is not covered is a de 
tailed explanation of the circumstances 
which would justify the shift by small- and 
medium-sized retailers from the cost-inven- 
tory to the retail-inventory method, Many 
retailers are considering such a shift. A 
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chapter on this topic would improve the 
usefulness of the book. 

The discussion of automatic data process- 
ing is quite limited. Out of fairness to Bell, 
this field is in such a state of flux that any- 
thing written today will be outdated to- 
morrow. However, the use of such equip- 
ment is a significant problem to large-store 
controllers, and a more detailed discussion 
of the topic would be appropriate. 

The lack of footnotes and a bibliography 
limits the book's usefulness to the re- 
searcher. Should these aids be added, those 
people seeking greater detail than is avail- 
able in the book would be aided materially. 

In summary, Hermon Bell has written a 
reference book for practicing accountants 
dealing with the accounting needs of large 
retailers. 

NEWEL W. COMISH 
University of Washington 


STATISTICS FOR MANAGEMENT, by 
B. J. Mandel. (Baltimore: Dangary 


Publishing Company, 1956. Pp. 408. 


$6.00.) 

Subtitled “A Simplified Introduction to 
Statistics,” Mr. Mandel’s book provides 
precisely such a text. The book is oriented 
chiefly toward business management and 
students of that field, with the objective of 
presenting in simplified form the major or 
most used concepts of statistics. For cither 
the businessman whose knowledge of statis- 
tics as an essential business tool may be 
limited or for the business student who 
needs a survey course in statistics and their 
use, this text fulfills the requirements of 
completeness and ease of presentation with 
scarcely any sacrifice of content; it certainly 
meets its objective. 

The 13 subject chapters present the ma- 
jor statistical principles well illustrated by 
practical examples. Each chapter has a 
brief summary of its main points followed 
by problems in which the principles of the 
chapter are put to use. Chapter 14 is a sum- 
mary of the book itself, followed in order 
by a brief but wisely selected list of sug- 


gested supplementary readings, a table of 
squares, square roots and reciprocals, the 
normal distribution curve table, and an- 
swers to the text’s problems. 

From the author's evident experience in 
presenting the statistical viewpoint in man- 
agement, he has capably drawn up a book 
which can be read and understood by the 
student or layman who has no previous 
analytical training and has no more mathe- 
matical background than arithmetic. 

Those already in the field of management 
statistics or marketing research will find 
this book stimulating and refreshing read- 
ing. The problems are practical even though 
simple and bring home each concept. Par- 
ticularly valuable is the chapter, Scientific 
Sampling, which alone is worth the cost of 
the book. It will be found to be a welcome 
addition to the teaching of statistics. 


WILLIAM S. PENN, JR. 
Union Oil Company 
Los Angeles 


BRIEFLY NOTED 


BUSINESS FORECASTING IN PRACTICE: 
YRINCIPLES AND CASES, Edited by Adolph 
G. Abramson and Russell H. Mack. (New 
York: John Wiley & Sons, Inc., 1956. Pp. 275. 
$6.50.) 


The main feature of this book, and its con- 
tribution to the field of business forecasting, is 
a series of six case studies prepared by the econ- 
omists of Federated Department Stores, Jewel 
Tea Co., General Electric Co., Procter and 
Gamble Co., Union Service Corp., and Stein 
Roe and Farnham of Chicago. The studies aver- 
age about 35 pages in length, and each explains 
in detail how a short-run business forecast was 
prepared for a specific period since World War 
II. Each economist shows how he analyzes busi- 
ness conditions and also gives the specific types 
and soiirces of data used in making a forecast. 

Sales forecasters are certain to find useful 
ideas among these studies, and some may also 
discover a different approach to their own fore- 
casting problems since several methods are dis- 
cussed. The editors have prepared two introduc- 
tory chapters which outline the principal theo- 
ries of business cycles and the most commonly 
used techniques of forecasting. 
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MANAGEMENT ACCOUNTING FOR 
PROFIT CONTROL, by IL. Wayne Keller. 
(New York: McGraw-Hill Book Company, 
Inc., 1957. Pp. 435. $7.00.) 


The requirements of management for con- 
trol information constitute the central theme of 
this book. Such control is based on an inte- 
grated system of cost accounting, budgeting, and 
reporting. Of particular interest to those in the 
marketing field are the chapters on Distribution 
Expense, Sales Budgets, Break-Even Analysis, 
Make or Buy and Lease or Buy Decisions, Cost- 
ing By-Products and Joint Products, Setting 
Sales Prices, and Setting Intracompany Trading 
Prices. 


THE LATIN AMERICAN MARKETS, com- 
piled by J. Walter Thompson Company. 
(New York: McGraw-Hill Book Company, 
Inc., 1956. Pp. 196. $18.00.) 


This book is intended to be the first of a 
series on major world markets. The introduc- 
tory section gives in capsule form the economic 
highlights of Latin America. This is followed 
by a detailed treatment of go separate country 
markets covering all the lands south of the U. S. 
border. 

The following data are given for each coun- 
try: geographical features, population (includ- 
ing population of cities), resources, agriculture, 
manufacturing, transportation and communica- 
tion, imports and exports, and income. In a 
section headed Market Classification, the indi- 
vidual provinces or sections of the country are 
classified on the basis of market value into four 
groups: A (best markets), B (good markets), C 
(fair markets), and D/E (poor markets). The 
selection and arrangement of the data are such 
that comparisons among the various countries 
may be readily made. Black and white maps are 
included for each country. 

Part III of the book is a short section which 
discusses the marketing and selling methods ap- 
plicable to these markets. There is also a bib- 
liography and a list of sources of data for Latin 
America. 


MAGAZINES IN THE UNITED STATES 
(Second Edition), by James P. Wood. (New 
York: The Ronald Press Company, 1956. 


Pp. 390. $5.00.) 


Beginning with Benjamin Franklin's General 
Magazine, James Wood has traced the historical 
development and expansion of magazines. He 
stresses particularly the impact of magazines on 


American “tastes, habits, manners, interests and 
beliefs.” 

In this second edition, new sections have been 
added to cover grocery-distributed magazines 
and the comics. Greater attention is given also 
to farm magazines and the large-circulation, 
general magazines. One chapter is devoted to 
the development of magazine advertising, and 
there is a selected bibliography. 

Among the changes in magazine content 
noted by the author are: more emphasis on 
visual appeal; greater attention to pressing so- 
cial and economic problems; an increasing va- 
riety of material; and a tendency for some 
magazines to become, in effect, “national news- 
papers.” The basic function of the modern 
magazine has not changed, but it is an improved 
and more effective medium with a wider range 
of influence than its older counterpart. 


SECRETS OF SUCCESSFUL SELLING, Edited 
by John D. Murphy. (Englewood Cliffs, New 
Jersey: Prentice-Hall, Inc., 1956. Pp. 238. 
$4-95:) 


HOW TO SELL AGAINST TOUGH COM- 
PETITION, by Henry Kuesel. (Englewood 
Cliffs, New Jersey: Prentice-Hall, Inc., 1956. 
Pp. 207. $4.95-) 

The selling techniques of five well-known 
salesmen—Elmer Wheeler, Charles B. Roth, 
Earl Prevette, Bert H. Schlain, and Frank Bett- 
ger—are assembled in the Murphy book. The 
material is arranged under headings correspond- 
ing with the stages of the sale. The pace is fast 
and the style aggressive. 

Harry Kuesel has had a selling career of 40 
years, mainly in life insurance. His is also a 
how-to-sell book from start to finish, and he is 
concerned primarily with competitive selling 
tactics. 

These are not textbooks, but some of the 
material can be adapted to classroom use. 


ELEMENTARY STATISTICAL METHODS 
(Revised Edition), by William A. Neiswanger. 
(New York: The Macmillan Company, 1956. 
Pp. 749. $6.90.) 

This edition of a well-known text has been 
substantially rewritten, The material on statis- 
tical inference has been considerably expanded, 
and more attention has been given to statistical 
methods of managerial control including the 
use of probability analysis. Problems of sam- 
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pling, such as the so-called “non-sampling errors 
of sampling,” have also been restudied. 


SAY IT WITH FIGURES (Fourth Edition), by 
Hans Zeisel. (New York: Harper and Broth- 
1957. Pp. 257. $3.50.) 

The earlier editions of this book have been 
used by those who needed a handy reference to 
the steps involved in research in the social sci- 
ences, starting with the statement of the prob- 
lem and extending through the analysis of the 
data. The fourth edition has been revised in 


several respects. Two chapters dealing with Rea- 
son Analysis have been added, and the section 
on cross-tabulation has been enlarged. 


AMERICAN BUSINESS DICTIONARY, by 
Harold Lazarus. (New York: Philosophical 
Library, Inc., 1957. Pp. 522. $10.00.) 


This business vocabulary is intended to serve 
as a reference book for those working with 
business terminology. It covers the entire busi- 
ness field including the various aspects of mar- 
keting. 


A.M.A. Notes 


HUGH G. WALES, Editor 


1957-58 ELECTIONS 


AMA members elected WenveLt R. Smitn Presi- 
dent-Elect to become President during the year 
1958-59. D. MAYNARD PHELPs, Professor of Market- 
ing, University of Michigan who was elected last 
year will begin his term as President on July 1, 1957. 

Mr. Smith, Partner, Alderson & Sessions, Inc., 
Philadelphia Management Consulting firm, has been 
Vice President of AMA in charge of professional 
activities for the past year. 

Vice Presidents elected by the members are: FRANK 
W. Mansrieip, Director of Marketing Research, Syl- 
vania Electric Products, Inc., New York (in charge 
of professtonal activities); Bay E. Estes, Director, 
Staff Administration, U. S. Steel Corporation, Pitts- 
burgh (in charge of business activities); and Hucn 
G. Wates, Professor of Marketing, University of 
Illinois (in charge of academic activities). 

Mr. Mansfield served on the National Board of 
Directors for two years, 1952-54. Mr. Estes has served 
during the past year as a National Director; and 
Professor Wales has served as the Association's Secre- 
tary for the past three years. 

ScuuyLer F. Orreson, Professor of Marketing and 
Director of the Bureau of Business Research at 
Indiana University was elected Secretary. He pre 
viously served as a National Director for the 1952-54 
fiscal period. 

Our popular National Treasurer, LeRoy F. 
Cuurcn, Manager, Market Research Department, 
Emery Industries, Inc., Cincinnati, was re-elected to 
that post. 

Georce L. Menren, Professor of Agricultural Eco- 
nomics, University of California, who has been serv- 
ing as Managing Editor of the JOURNAL OF MARKET- 
ING, was elected Editor-in-Chief. 

CHarces Rosert Brown, Manager of Marketing 
Research, Apparatus Sales Division, General Electric 
Company, was elected to the Board of Directors from 
the East and Middle Atlantic states region. 

From the East and West North Central Region, 
four Directors were elected—A. W. Harpinc, Mana- 
ger, Market Analysis Department, General Mills, 
Inc.; Victor P. Buett, Manager, Marketing Division, 
The Hoover Company; Kennetu F. Direc- 
tor, Market Research Division, Eli Lilly & Company; 
and Frep C. Akers, Director of Marketing Research, 
The Crane Company. 

From the Western Region one Director was elected 


—Jack Norrurur, Brand Advertising Manager and 
Director of Marketing Research, The Purex Corpo- 
ration. 

Directors who were elected last year and have one 
more year to serve are: WILLIAM APPLEBAUM, Mar- 
keting Consultant; James D. Dopce, Aluminum 
Company of Canada; Wittiam R. Luno, Warren Pe- 
troleum Company; Netson A. U. Depart- 
ment of Commerce; Cuarces C, Squimes, Jx., Fletcher 
D. Richards, Inc.; Kennet G. Stuart, Eastman 
Kodak Company. 

Directors at large are: Atnert W. Frey, Profes- 
sor of Marketing, Dartmouth College; R. 
SpurLock, Executive Director, Merchandising, Eli 
Lilly & Company; and Howarp L. Srirr, Director, 
Statistics and Marketing Research, National Canners 
Association. 

Immediate Past President Director is Cuartes W. 
SmirH, Senior Associate, McKinsey & Company. 


CONFERENCES 
National 
The National Conferences of the AMA scheduled 
for the future are as follows: 


June 19-21, 1957, Hotel Statler, Detroit, Michigan. 
General Chairman: Louis M. Randall, Jr. 

June, 1958, Harvard University, Boston, Massachu- 
setts, General Chairman: Nathaniel Kidder. 

December, 1958, Chicago, Ilinois 

June, 1959, Cleveland, Ohio 

June, 1960, Minneapolis, Minnesota 

June, 1961, Los Angeles, California 

December, 1961, New York, New York 

June, 1962, Cincinnati, Ohio 


Special Interest 


The academic members of the American Market- 
ing Association held a conference at the Hotel 
Manger, Cleveland, Ohio, December 26-28, 1956. 
Almost $25, people, both educators and businessmen, 
gathered to hear the outstanding program. The 
genezal theme of the conference was “The Adaptive 
Behavior of Marketing Institutions.” 

Proceedings of these meetings are available from 
the Central Office, 27 East Monroe Street, Chicago 
3, Hlinois. 

The next AMA Teachers Conference is scheduled 
for December 27-28, 1957, at Philadelphia. General 
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Chairman is the present Chairman of the Teaching These are available at the Central Office of AMA, 
of Marketing Committee, William R. Davidson, with 27 East Monroe Street, Chicago g, Illinois. 
Professors Alfred L. Seelye, Charles Goodman and 
Frank M. Bass assisting. The new biographical Roster of AMA members is 

expected to be ready for publication in July and will 
Regional be distributed free to members. 


The following regional conferences have been and 
will be held this year: 


January 11, 1957—Annual Management Seminar 
sponsored by the Toronto Chapter at the Univer- 


sity of Toronto. REP 
January 24, 1957—Dallas Seminar on Public Utility 


Marketing, sponsored by the Public Utilities Com- 
mittee and the North Texas Chapter. 


The National Registry 
March 28-29, 1957—Third West Coast Conference, 


sponsored by the National Industrial Conference for 
Board jointly with the following chapters of AMA: 
Northern California, Southern California, Puget 


Sound, Inter-mountain and British Columbia. Marketing & Research 


April 29, 1957—Fifth Annual Seminar on Sales Re- 
search, Miami University, Oxford, Ohio, sponsored 
by the Cincinnati Chapter. 


May 8-15, 1957—Fourth International Marketing Plaza 5-3918 
Conference, University of Washington, co-spon- 
sored by the Puget Sound Chapter of AMA. 


Bert Herman, Director 


NEW PUBLICATIONS 


The following new AMA publications have made RESEARCH 
their appearance since January 1, 1957: 
“The Changing Role of the Marketing Function” EXECUTIVE PERSONNEL 
by Henry Bund and James W. Carroll, reprinted 
from the January, 1957 JOURNAL OF MARKETING. 420 Madison Ave., N. Y. 17, N. Y. 
(5°¢) 
The Adaptive Behavior of Marketing Institutions 
—Proceedings of the National AMA Teachers Con- 
ference at Cleveland, December, 1956. (Members: 
$2.00—Non-Members: $4.00) 


Inquiries Invited 
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SALES AND MARKETING MANAGEMENT 
Text and Cases 


By Lewis Kerr Johnson, Head, Department of Commerce, School of Com- 
merce and Administration, Washington and Lee University. 


This new text presents realistic objectives, valid principles, and an inte- 
grated approach to successful marketing management. Its material is well 
balanced with equal emphasis on the functions of “pure’’ sales management 
and the broader functions of marketing management. 


In a clear and simple style the latest thinking and practice in the areas of 
marketing research, salesman supervision, and sales promotion is carefully 
evaluated. Special attention is given to the needs for planning the over-all 
strategy and program, along with the most current marketing management 
practices of progressive firms. 


approx. 624 pages + 6" x9" + Published April 1957 


examination copies available, write to 


ALLYN AND BACON COLLEGE DIVISION 
41 Mt. Vernon St., Boston 8, Mass. 


now offers the following publications, which can well help make your 


These are priced at $1.75 per copy in the United States; $2.00 per copy outside 


27 East Monroe Street 


THE JOURNAL OF MARKETING 


sales management problems substantially lighter: 


. Arithmetic for Sales Management, by Frank W. Hankins, Vol. VII No. 1 


2. Trends in the Selection and Training of Salesmen, by David R. Osborne, 
Vol. XI No. 1 


. What Sales Management Expects from Research, by Robert F. Elder, 
Vol. XIII No. 1 


. The Development and Pricing of a New Product, by Jacob O. Kamm, 
Vol. XV No. § 


the 
United States 
KINDLY ENCLOSE REMITTANCE WITH ORDER 


Address all orders to: 
AMERICAN MARKETING ASSOCIATION 


Chicago Illinois 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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SOMETHING FOR EVERYONE 


Interested in 


Marketing’s Role in Scientific Management 


40th National Conference A.M.A. 
Detroit, Michigan 
June 19, 20, 21, 1957 


Look over the wide range of subjects to be discussed at the National Conference in Detroit—check 
the subjects that are vital to your work—then make your advance reservation and plan to attend 
the biggest A.M.A, Conference. 


SUBJECTS: 


“The Changing Role of the Marketing Function” 
Speaker: John G. McLean, Vice President, The Continental Oil Company, Houston, Texas 


PRODUCT DEVELOPMENT 
“How to Make an Industrial Sales Forecast” 


“Practical Aspects of Economic and Sales Forecasting in an Industrial Company” 
“Three Ways to Make an Industrial Sales Forecast” 


CONSUMER MOTIVATION 
“Finding New Industrial Products” 
“Expanding Product Lines by Acquisition” 
“Expanding Product Lines by Product Inception” 


KECENT DEVELOPMENTS IN DISTRIBUTIVE 1 ECHNIQUES 
“The Dynamics of the Present” 
“The Shape of ‘Things to Come” 


ADVERTISING 
“The Changing Role of Advertising” 
“The Changing Role of Rating Services” 
“The Changing Requirements of the Advertiser” 
“The Changing Demands on the Agency” 


AGRICULTURE (The g2 Billion Dollar Challenge: Horse and Buggy Concepts of Agriculture 
May be Robbing You of Sales”) 
“Agriculture is a Growth Industry” 
“Industry's Chief Resource and Partner” 


APPLIANCES (Changing Patterns of Distribution) 
“The Customs and the Builders” 
“Portable Pirates” 


AUTOMOTIVE (Developments in the Market for Automobiles) 
“The Edsel Marketing Story” 
“The Outlook for the Automobile Industry” 


CHEMICALS (The Place and Function of Marketing Research and Chemistry) 
“Centralized vs. De Centralized Organization for Marketing Research in Chemical Firms” 
“Long Range Planning in the Chemical Industry” 


FIELD INTERVIEW (The Field Mice Look at Research) 
“Field Problems from the Research Manager's Point of View” 
“Trials and Tribulations of an Interviewer” 
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FUELS (Forecasting the Fuels of the Future) 
“United States Energy Requirements Through 1965,” 
“The Future of Synthetic Liquid and Gaseous Fuels” 


MARKETING INSTRUCTION (Research in the Universities) 
“Who Sells to Whom” 
“De-fogging the Crystal Ball” 
“A Simplified Solution for the Location of Marketing Outlets Using an Analogue Computer” 
“Techniques Developed by Department Stores to Balance Inventories” 
“The Ins and Outs of Functional Discounts” 


METALS (Metals—Has Capacity Outgrown Markets?) 
“The Situation for Aluminum” 


PACKAGED GOODS (The Introduction of Packaged Goods Products) 
“Building a Bold New Product Program by a Manufacturer” 
“The Grocer’s Stake in New Product Introductions” 


PUBLIC UTILITIES (Consumer Surveys by Utilities) a 
“Consumer Surveys to Guide Advertising and Promotional Activities” : 
“Consumer Surveys to Determine System Operation and Load Growth” 

“Use of Consumer Surveys for Directing Institutional Advertising and Determining Public 
Opinion” 


RESEARCH AND CONSULTING (Management Problems with Field Interviewers) 
Kei tes Insurance Coverage for the Field Interviewer” 
“Employee vs. Independent Contractor Interviewers” 


RETAILING (Control and Direction of Shopping Center Activities) 
“The Financial Analysis of a Shopping Center” 
“Shopping Center Management” 


MANUFACTURER DEALER RELATIONS IN THE AUTOMOBILE INDUSTRY ig 
Speaker: Walker Williams, Vice President in Charge of Dealer Relations, Ford Motor Com- P 
pany, Dearborn, Michigan 


GENERAL 
“Does Expanding Population Insure Expanding Markets?” u 
“Sales Potentials for Industrial Products” “ 
“Directing Industrial Salesmen in the Proper’ Use of Industrial Sales Potentials” 5 
“Dynamic Forces in Population Changes” 
“The Pattern of the Social Classes” 
“Dynamic Forces in a Modern City and Its Suburbs” 
“Compensation Plans for Industrial Salesmen” 
“Compensation Plans for Industrial Equipment Salesmen” 


“Common Characteristics of Compensation Plans for Industrial Salesmen” ¢ 
COMMUNICATIONS AND ADVERTISING RESEARCH 5 
“Researching the Creative Effectiveness of Advertising” 
“Researching an Integrated Media Program” 
“Qualitative Effectiveness of ‘I elevision Advertising” 
“Electronic Data Processing” 
DEVELOPMENTS IN RESEARCH TECHNIQUES 
“Pricing for Profit” 
THE BUSINESS OUTLOOK 
Speaker: Murray Shields, Partner, MacKay-Shields Associates, New York City 
Member Non-Member 
Complete Conference Package (Advance Registration) $22.00 $24.00 
Register now. Make checks payable to “1957 Detroit A.M.A. Conference” 4 


Registration card and check to be mailed to: 


Mr. Robert R. Scrase, Registrar 
1957 Detroit A.M.A. Conference 
c/o Stran-Steel Corporation 
Detroit 2g, Michigan 
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A New Second Edition. . . 
SALESMAN SHIP: 


HELPING PROSPECTS BUY 
By C. A. Kirkpatrick 


Here is a textbook designed as an effective teaching tool in salesmanship courses. 
Opinions of sales executives, excerpts from sales manuals, and illustrations inte- 
grate the practical with the academic. 


SALESMANSHIP, Second Edition, develops selling as a profession. It trains for 
the type of selling that will be profitable for both the salesman and his company. 
It also emphasizes the importance of customer satisfaction that will mean repeat 
business. 


Thirty-six short cases add variety to the course and give material for analysis 
and discussion. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco 5 


AMERICAN ECONOMIC REVIEW 


Contents 


Volume XLVII March 1957 Number 1 


ARTICLES 
Economics and Public Policy E. E. Witte 


The Simple Analytics of Welfare Maximization FP. M. Bator 
Antitrust and the Classic Model Shorey Peterson 
Interest Rates and Fixed Investment Franz Gehrels 

and Suzanne Wiggins 
Growth and Canada’s Balance of Payments J]. C. Ingram 
Input-Output Coefficients and Product Quality Hans Brems 


REVIEW ARTICLE 
Professor Hicks’ Revision of Demand Theory Fritz Machlup 


COMMUNICATIONS 
Public Management of Employment Volume Richard Hazelett 


COMMENT 
Automobile Taxation and Congestion C. L. Hariss 


Review of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $6.00. Address editorial com- 
munications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford Uni- 
versity, Room 220, Stanford, California; for information concerning other publications and activities 
of the Association, communicate with the Secretary-Treasurer, Dr. James Washington Bell, American 
Economic Association, Northwestern University, Evanston, Illinois. Send for information booklet. 


Please mention the JOURNAL OF MARKETING in wriling advertisers 


"Here is perhaps the first Encyclopedia 
Advertisiana. There are few topics relative 
to advertising copy (in the broadest possible 
sense) which are not given some treatment in 
this book. Indeed, it spans 25 chapters and some 
700 pages ... Many advertising teachers, 
students, and practitioners will have frequent 
occasion to consult it, knowing that, within its 
own field, Effective Advertising Copy is 


authoritative and complete." 


The Journal of Marketing 


EFFECTIVE 
ADVERTISING 
COPY by Merrit! De Voe 


1956 717 pages 


ad s is ust anothe a ° 
fast-swelling stream of advertising books 
low from publishers’ ess coe 


It is literally and liberally loaded with 
examples and practical instructions about copy 
principles, ad-building, product benefits, 
audience appeal, gimmicks and gadgets, format, 
theme, sequence, headlines, art, psychological 
factors, action stimulation, word usage, 
pre-checking. 

"Appraisal: One of the smartest and soundest 
handbooks for newspaper ad-men to buy and to 
study and re-study.* 


Press Bulletin 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 
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In Press 


at McGraw-Hill 


INTRODUCTION TO SALES MANAGEMENT 


By HARRY S. TOSDAL, Graduate School of Business Administration, Harvard Uni- 
versity. Harvard Business School Case Books. New Fourth Edition. Ready in June 


A fourth revision of an outstanding and widely adopted book. Many im: t new cases 
been added, with brief textual the general by 


have 

of 

carefully selected problems which serve as a basis agen study, class Sooeton 
and written reports. emphasize essential features of sales management, and are based 
upon the actual experience of business organizations. Questions are included with a 
of brief cases on practical, ; social and economic aspects of sales management. 


‘MARKETING RESEARCH 


RICHARD D. CRISP, President, R. D. Crisp & Assoc., Chicago. McGraw-Hill Series 


A thorough and authoritative text providing a general introductory coverage of the entire 
field of marketing research. After an orientation, it discusses the techniques of marketing 
research, the problem-solving process, the major elements in marketing research applications, 
and looks into its future. Numerous examples are based on actual practices of -managed 
companies. Emphasis has been placed on sales analysis. 


PROBLEMS IN MARKETING 


By MALCOLM P. McNAIR, MILTON P. BROWN, both of Graduate School of 
Business Administration, Harvard University; DAVID 8. R. LEIGHTON, Western 
Ontario College; and WILBUR B. ENGLAND, Graduate School of Business Adminis- 


PROBLEMS IN RETAILING 


Ly MALCOLM P. McNAIR; MILTON P. BROWN; and ELIZABETH A. BURN- 
, all of Graduate School of Business Administration, Harvard University. Harvard 
Business School Casebooks. New Second Edition. Ready in August 


every case in this new revision. The more than 100 cases 

of retailing tidéms and problems, all designed to 

develop the student's analytical ability in the face of actual business situations. A general in- 
each case providing an invaluable aid in coordinating the theory 


McGraw-Hill Book Company, Inc. 


330 West 42nd Street New York 36, N. Y. 
Please mention the JOURNAL OF MARKETING in writing advertisers 


tration, Harvard University. Harvard Business School Casebooks. New Second Edition. 
Ready in August 
A complete revision of a most successful Harvard Casebook. Practically every case problem 
temporary conditions. For each of the case grouping, an introductory chapter is included to 
give the student useful ideas for analyzing the cases and various sections. An abridged edition 
Till be published simultaneously containing one-half the cases id the regular edition. 
| 
copies on 


